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LEARN BY DOING e ee is the principle upon C 


which LA.S. teaching 
methods are based. 


@ The development of a high degree of skill as a chemist or as a 
surgeon could never be accomplished merely by attending class- 
room lectures or by reading books. 





@ Likewise, it would be difficult to develop skill as an accountant pe 
merely by listening or by reading.* But, since the compiling and cn 
interpreting of records in written form play such an important part reco 
in accounting work, it is possible to devise a system of instruction sb 
whereby the student can /earn by doing most of the things that an a de 
accountant is called upon to do in actual practice. This is the method a 
used by I.A.S. in teaching its various home-study courses. 7 
nN 

@ Thousands of successful accountants throughout the United States sie 
and Canada are living proof of the fact that accounting can be wei 
learned successfully by correspondence. There is probably no sub- — 
ject which by its very nature is more adapted to the correspondence be 
method of instruction than accounting. this : 
Fo 

@ Those who are interested in obtaining full information regarding = 
I.A.S. courses (which are available for advanced students, as well as comfy 
for beginners) can obtain explanatory literature, without any cost or 2 


obligation, by addressing a letter or postcard as shown below. 


* "The correspondence method has always been used in resident instruc- ii 
tion in certain subjects and in many cases no other method is possible.” ‘ . 

. ° ° C 
— From Bulletin 1920, No. 10, issued by the Bureau of Education, Fac 


U.S. Department of the Interior. 
Sha 
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Editorial Comment 


6 ages something of importance did take place 
in the field of controllership during the twelve- 
month period just closed is made apparent by the 
brief presentation made on pages four and five of 
this magazine, of events which were written into the 
record in 1939. When the cumulative effect of the 
events is appraised it is recognized that there has 
been a decided forward movement in controllership, 
a development, among other things, of a keener ap- 
preciation by controllers themselves of what their 
calling means to business and to the American econ- 
omy. 

In the presentation of the parade of events in con- 
trollership during 1939 no attempt was made to com- 
pare the items as to their relative importance; but 
one stands out so prominently that reference to it can 
not be avoided, namely, the turning of the spotlight 
on controllership by the business world as a result of 
a spectacular business failure. No development in 
the history of controllership can be compared with 
this in importance. 

For the first time many business men, members of 
boards of directors, bankers, and government ofh- 
cials learned what a controller can do to protect a 
company’s assets, if given a free rein and proper au- 
thority. They learned, too, that in too many cases 
companies were not availing themselves of this pro- 


tection, because even though they had controllers on 
the job as either officers or employes, they had failed 
to define their responsibilities and to give them the 
authority needed to meet them. Disclosure of this 
state of affairs caused many a company to overhaul 
its controllership setup, to write definitions of the 
controller’s functions and authority; in other words 
to give the controller in many instances a standing 
not hitherto enjoyed. Business will be benefited by 
these changes. 

And what of the response by controllers to this 
suddenly expanded appreciation of the value of the 
work which they do? Naturally, they themselves 
have expanded, their stature has increased, and they 
have prepared themselves to meet these new respon- 
sibilities. Their calling has taken a long step forward 
and controllers generally will look back on 1939 as 
a year of great development. 

The Controllers Institute of America scrutinizes 
everything, large or small, that takes place in this 
field, evaluates it, and fits it into its proper place in 
the complete picture. Some developments are in- 
tangible—little more than a state of mind, or a 
thought—but they have a bearing on the course of 
events, and must be interpreted and recorded. 

The mere recording of the passing show stimu- 
lates it. What of 1940? 
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Looking Back on 1939 


Nineteen thirty-nine was a stimulating year for controllership. Perhaps no twelve-month period 
since this calling became a real factor in American business and economics, witnessed more im- 
portant developments. The recognition given to controllership by business executives as the result 
of the studies made following a spectacular case in which millions of supposed assets disappeared, was 
the most noteworthy development of the period, although great progress along technical lines took 


place. Some of the interesting events: 


The struggle begins for inclusion of merit rating 
provisions in state unemployment compensation acts. 
. . . . Employers put forth great effort to discover 
what the various terms and provisions of the Fair 
Labor Standards Act really mean. A stream of “in- 
terpretative” bulletins come from the administrator. 
. . . . Discussion goes on, of sources from which 
men are drawn to fill controllership posts. Trend is 
toward special training in industry and in colleges. 
.... Accounting practices keeping abreast of 
changing economic and legal concepts, and govern- 
mental requirements, Mr. john C. Naylor says. Fi- 
nancial statements must vary in form to serve specific 
purposes and audiences. .. . . Pricing classed as an 
art by Mr. E. Stewart Freeman, who says cost and 
selling price are both cause and effect of other... . . 
Mr. E. S. La Rose sends copies to his friends of 
“1939 Forecast of General Business” prepared for 
Bausch & Lomb Optical Company. 

Social Security enters its fourth year. Unemploy- 
ment insurance benefits became payable in fifteen 
additional states, bringing the total to forty-six. 
Forty-two million old age insurance accounts on the 
books. .... A formula is issued by a sub-commit- 
tee of the United States Senate’s Finance Committee, 
for what it regards as the best profit sharing sys- 
Wek s..3 Indignant criticism is made of new reg- 
ulations issued by the Securities and Exchange Com- 
mission covering calls for proxies. Standard forms of 
proxy notice described. .. . . Opportunities pointed 
out for accounting trained young men... . . 

Form and contents of reports to management, and 
to stockholders, come in for fresh study and exami- 
ae Methods discussed by which cost of 
audits may be reduced by cooperation with public 
accountants. .... Securities and Exchange Com- 
mission studies proposed revision of rules for regis- 
tering securities. .... Mr. L. M. Nichols makes 
suggestions as to how financial statements may be 
made more illuminating to stockholders and to em- 
ployees. 

A large portion of the assets of an internation- 
ally known corporation are found to be non-exist- 


ent, a state of affairs which the president and 
other officers had concealed by juggling the ac- 
counts. Several investigations are begun. The Securi- 
ties and Exchange Commission conducts a hearing 
lasting several months. The methods of public ac- 
countants are examined closely. The lack of author- 
ity of controllers, and the loose definitions of their 
duties, are disclosed. The question is raised, shall 
controllers report directly to Boards of Directors? 
Companies strengthen their controllership setups. 

The Securities and Exchange Commission studies 
the current practice of placing securities directly in 
the hands of institutional investors, without filing 
registration statements. The Temporary National 
Economic Committee also looks into this practice. 
. . . . Build morale by defining jobs and standard- 
ising wages, says Mr. Edward V. Mills... . . Gov- 
ernment regulation prevents flexibility of manage- 
ment, says Mr. Henry C. Perry... .. Central Statis- 
tical Board, at Washington, makes recommendations 
for reduction of number of reports required by gov- 
ernment from business concerns... . . Supreme 
Court leaves unsettled question of taxing gains from 
stock deals... .. Nothing will take the place of the 
fundamental job of the controller, in the preserva- 
tion of assets of a business concern, was the conclu- 
sion reached by those who had been studying con- 
trollership procedures, and the procedures of public 
accountants. 

Liquidity of depreciation reserves discussed by 
Mr. Roscoe Seybold. .... Studies made of ac- 
counting treatment given sums repaid to government 
under Vinson Act..... Business does thorough 
job of training men for key accounting positions, 
says Mr. John H. MacDonald. ... . Essentials of 
internal audit discussed by Mr. Robert E. King in 
Los Angeles meeting of controllers... . . Atten- 
tion directed anew, to definition of controller’s du- 
ties which was first published by Controllers Institute 
of America in 1933. Business executives study defi- 
nitions with view to introducing them into their 
companies. .... Securities and Exchange Commis- 
sion decisions discuss treatment of capital write- 
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downs. .... A controller, Mr. Verl L. Elliott, sug- 
gests sending manual of accounting procedure to 
stockholders, with annual statements. 

New form of proxy calls does not slow up re- 
sponses from stockholders appreciably, it is reported. 
. . . . State wage and hour laws begin to make their 
appearance on statute books... . . American In- 
stitute of Accountants reviews its pamphlet, “Ex- 
amination of Financial Statements of Individual Pub- 
lic Accountants.” . . . . Hearing before Securities 
and Exchange Commission discloses that nobody 
really knows what “earned surplus” is, because it 
varies from state to state, and from commission to 
commission. .... Suggestion made by Mr. J. Calvin 
Shumberger that controllers’ departments should in- 
clude a competent engineer, under controller’s juris- 


diction. .... More companies place Profit and 
Loss Statement ahead of Balance Sheet in annual 
reports. 


Controllers Institute committee publishes informa- 
tive report, made to Treasury Department, on use of 
last-in, first-out method of costing sales and pricing 
inventories. .... A program is presented by Mr. 
E. S. Coldwell for checking inventories, if outside 
check is deemed necessary. ... . Honorable Rob- 
ert E. Healy, of Securities and Exchange Commis- 
sion, places responsibility squarely on controllers 
for adequate reports, in address to regional meeting 
of controllers in Cleveland. “Without an adequate 
system of internal control, financial statements as we 
know them are impossible.” . . . . Public account- 
ants, in a report issued in May by American Institute 
of Accountants, recommend extending public audit- 
ing procedures, and actively advocate this change 
with their clients during rest of year..... Ap- 
proved form of experience rating law prepared by 
committee of experts on unemployment compensa- 
tion, and made public in address to controllers by 
Mr. F. B. Cliffe of General Electric Company. . . . . 

Aims and purposes of Central Statistical Board at 
Washington defined for controllers by Dr. Morris A. 
Copeland, is executive secretary. ... . Series of ar- 
ticles published on automatic incentive bonus. 
. . . . Utility depreciation analyzed in paper by Mr. 
Harold Dudley Greeley. ... . Capable service to 
management, by controllers, discussed by Mr. D. G. 
E. McAninch. Such service equally valuable to stock- 
holders... . . Study of costs of distribution made 
by United States Department of Commerce. . . . . 
First Pacific Coast Conference of Controllers held in 
May at San Francisco. .... Word “certificate,” 
long used by public accountants, becomes simply 
“report,” under recommendation by American Insti- 


tute of Accountants. ... . Securities and Exchange 
Commission approves capitalization of “reasonably 
prospective earnings” as basis for issuance of securi- 
ties. . . . Controllers generally agree that separa- 
tion from management, by requiring them to report 
directly to directors, would not be desirable. . . . . 
Controllers await report and recommendations of 
Securities and Exchange Commission as result of its 
hearing in McKesson & Robbins Company’s case. 
The report had not made its appearance when 1939 
closed. 

New York Stock Exchange, in special report, rec- 
ommends placing greater responsibility than in past 
on controllers suggests also that controllers be re- 
quired to sign all financial reports. . ... . Studies 
made of amended Social Security Act. Some taxes 
retroactive. Old age benefits structure changes ma- 
terially....«.. Many recommendations which had 
been made by Controllers Institute for changes in 
Federal Revenue Act, are written into new law. 
. .. . Safeguards for disbursement of funds de- 
scribed by Mr. Henry D. Minich.... . Increasing 
number of colleges giving courses in controllership, 
it is noted..... Mr. Rodney S. Durkee tells what 
is expected of the independent auditor. ... . Ef- 
fect on annual reports of currency restrictions in 
various countries becomes problem for controllers. 
... . Book on “Practical Budget Procedure,” by 
Mr. John H. MacDonald, makes its appearance and 
is well received and warmly commended. 

Controllers Institute makes noteworthy contribu- 
tion in well prepared report to Treasury Depart- 
ment, recommending series of changes in Federal tax 
structure, at invitation of Under-Secretary John W. 
ee Chairman Jerome N. Frank of Secu- 
rities and Exchange Commission advocates placing 
greater reliance on controllers, in philosophic ad- 
dress to annual convention of Controllers Institute. 
.... Mr, Murray Shields analyzes what business 
may expect in way of war time economic changes, in 
address to convention of controllers... .. Mr. 
Henry C. Perry tells how controllers and public ac- 
countants may cooperate, and outlines the responsi- 
bilities that controllers should meet... .. Prog- 
ress in industrial accounting described by Mr. Ros- 
coe Seybold. .... Controllers Institute conducts a 
conference on war problems, and calls another for 


‘early January. .... Proposal is made by Securities 


and Exchange Commission further to amend proxy 
regulations. Controllers Institute makes comments in 
Opposition to some of the proposals. 

Welcome, 1940! 








Factors Which Make Maintenance of 
Subsidiary Companies Necessary 


By Committee on Cooperation with Treasury Department, of Controllers Institute of America 


The Committee on Cooperation 
with the Treasury Department, of The 
Controllers Institute of America, re- 
cently submitted to the Treasury De- 
partment a carefully compiled list of 
suggestions for amendment of the Fed- 
eral Revenue Act, and its underlying 
regulations. 

Mr. F. G. Hamrick, chairman of 
the Institute’s committee, was asked 
by Mr. Thomas Tarleau, legislative 
counsel of the Department, to enlarge 
on the suggestion which was made in 
The Institute's recommendations to 
the effect that the privilege of making 
consolidated returns of income be re- 
stored. Mr. Tarleau asked that a 
memorandum be given him citing ex- 
amples of governmental and business 
requirements which make the main- 
tenance of subsidiary companies neces- 
saty. 

The Committee of The Controllers 
Institute of America prepared a special 
memorandum, after making a study of 
this subject. It was transmitted to Mr. 
Tarleau under date of December 4, 
1939, by Chairman Hamrick. It fol- 


lows: 


“On October 31, when I discussed 
with you The Controllers Institute's 
recommendations concerning tax revi- 
sion, you expressed the desire to have 
a memorandum of examples of gov- 
ernmental or business requirements 
which make the maintenance of sub- 
sidiary companies necessary. 


“1. Under Article 27-1 of the 
Mexican Constitution, which became 
effective May 1, 1917, only Mexicans 
by birth or naturalization and Mexican 
companies have the right to acquire 
after that date ownership of lands, 
waters and their appurtances, or to ob- 
tain concessions to develop mines, wa- 
ters or mineral fuels. This article also 
provided that the Mexican nation may 
grant the same right to foreigners, pro- 


vided they agree before the Depart- 
ment of Foreign Affairs to be consid- 
ered Mexicans in respect to such prop- 
erty and not to invoke the protection 
of their government in respect to the 
same. Foreign corporations whose 
ownership or concession was acquired 
prior to May 1, 1917, were permitted 
to retain these rights during their cor- 
porate life. 

“As a result, American corporations 
which acquired the stock of other 
American corporations owning Mexi- 
can lands or concessions since May 1, 
1917, have found it necessary to con- 
tinue the existence of the subsidiary, 
since the parent company could not it- 
self take over the property or conces- 
sions without giving up the right of 
diplomatic protection of the United 
States Government and, even then, 
only if permission for the transfer 
could be obtained from the Mexican 
Government, which as a practical mat- 
ter can rarely, if ever, be obtained. 

2. American corporations maintain- 
ing selling offices abroad are faced 
with the necessity of paying taxes to 
some foreign countries on income 
earned therein. To conduct these of- 


fices in the name of the parent com- : 


pany would require the payment of tax 
to the foreign country on a portion of 
the manufacturing profit and satisfying 
the foreign country as to the amount 
of the taxable profit. The amount of 
work and complications in doing this 
would be enormous. Moreover, the 
amount of tax which would be due the 
foreign government would be very 
high and in some cases would make it 
impossible to compete with the local 
companies. 

“To overcome this very serious ob- 
stacle to the foreign business, separate 
companies are maintained for the con- 
duct of the foreign business. 


“3. Common carriers acquired by 


industrial corporations in connection 


6 


with their business must be continued 
as separate corporations because of 
governmental requirements. 

“4. Obvious examples of advisable 
separate incorporation are in the util- 
ity field where rates, accounts, and op- 
erating conditions are controlled by 
federal or state commissions and 
agencies. This situation is akin to the 
enforced separate incorporation of rail- 
road companies, which is already rec- 
ognized as a proper field for consoli- 
dated tax returns. 

‘5. Subsidiary and affiliated cor- 
porations are rarely organized ab initio 
but are usually acquired in the histor- 
ical expansion of the business. This 
frequently results in having a larger or 
smaller percentage of minority stock- 
holders. Merger, consolidation, or dis- 
posal of companies with a minority 
interest presents difficult problems and 
minority interests are frequently better 
satisfied by the continuance of the 
separately incorporated operation in 
which their investment was made. 

“6. In many cases the use of a cor- 
porate name is proscribed in certain 
states by its prior registration by out- 
side interests. Expanding business into 
these areas therefore requires incor- 
poration under a name that can be reg- 
istered and used. 

“7. Frequently the opposite of 6 is 
the case, i.e, where the corporate 
name has acquired and possesses too 
much local good-will to be sacrificed 
by its abandonment. 

“8. Frequently there is so little to 
be gained by the elimination of cer- 
tain subsidiaries or the simplification 
of a corporate set-up merely for the 
sake of simplification to incur sizable 
tax costs involved in stock transfers, 
real estate transfers, and the like, or 
state income taxes on profits inherent 
in the reorganization even though not 
taxable under the Federal statute. 

(Please turn to page 10) 
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Shall Criminal Responsibilities Be 
Placed on Controllers? 


A little more than a year ago the 
business world of the United States 
was shocked by the sudden disclosure 
of the disappearance of assets which 
were recorded on the books of a large 
eastern company at values running into 
millions of dollars. 

Immediately following this disclo- 
sure the country was deluged with 
newspaper and magazine articles re- 
cording the debacle. Some of these 
articles attempted to explain how as- 
sets of such value could suddenly dis- 
appear in thin air; other articles fol- 
lowed rapidly with suggestions to pre- 
vent a repetition of such a disaster. All 
of these articles mentioned very fre- 
quently the title of the officer who was 
supposedly responsible for the safe- 
guarding of the assets. This continued 
use of the title ‘‘controller” aroused in- 
terest in his duties and responsibilities, 
and people then began to ask, ‘“What is 
a controller?” 

If we look in the dictionary, the defi- 
nition is not very satisfactory. One dic- 
tionary defines a controller as one who 
checks expenditures, such as a steward. 
This is certainly not a very thorough 
definition, and I believe that it is de- 
cidedly misleading. In order to check 
an expenditure, an expenditure must 
first be made, so that this definition as 
given by the dictionary more nearly 
defines the controller as an auditor. 

Another definition defines a control- 
ler as one who controls, or has power 
and authority to control. This defini- 
tion is not confined to financial transac- 
tions in any form; it is a much better 
definition as it is more inclusive. It 
does confirm the fact that the defini- 


~ tion of controllership is hazy, not only 


in the minds of educators but in the 
minds of business. It does not appear 
possible to take any one company and 
hold it up as a standard to define all 
of the duties and responsibilities of all 
controllers. 


By Wesley Cunningham 


ENDLESS VARIATIONS IN 
ORGANIZATION 


In business there are endless varia- 
tions in the organization of companies, 
with the result that the officers are by 
no means uniform throughout the vari- 
ous companies. Functions normally 
carried on by a controller of one com- 
pany are handled by some other officer 
in another company. We even find that 
the work is divided between several 
officers in still another company. It is 
this situation which has caused so many 
and such caustic criticisms of the cor- 





QUESTION of far reaching | 
#m portance to controllership, 
which developed during 1939, is | 
brought out into the open by the 
paper that follows—namely, shall 
criminal responsibilities be fas- | 
tened on controllers by Federal | 
and state enactments, for proper 
performance of their duties, which 
presumably would be defined, and 
authority conferred on those re- 
sponsible for those duties. 
The subject was brought up in 
a paper prepared by MR. WESLEY 
CUNNINGHAM, controller of Gen- 
eral Petroleum Corporation, of 
Los Angeles, a Vice-President of 
THE CONTROLLERS INSTITUTE OF 
AMERICA and a member of its 
Board of Directors. 
The paper was designed to open 
a round table discussion of “The 
Activities and Responsibilities of 
the Controller,” which was a part 
of a recent conference conducted 
at the University of Southern Cali- | 
fornia. This conference was largely 
attended and the discussion which 
followed lasted one hour. MR. | 
CUNNINGHAM was limited to ten | 
minutes in his opening remarks. | 
—THE Epiror. | 














porate set-up to find their way into our 
national magazines and legislative halls 
during the past year. 

If we take the second definition of 
the dictionary (the controller is one 
who controls and who has authority to 
control), then we begin to see that the 
duties of the controller precede the ac- — 
tual checking of expenditures. It is the 
controller's first responsibility to see 
that no expenditures are made without 
proper authorization, and after the ex- 
penditure has been properly authorized, 
that payment is made to the proper 
party only after value has been received 
in accordance with the authorization. It 
is then the duty of the controller to 
safeguard this value while it remains 
in the possession of the company or 
while it is being processed into some 
product which the company will later 
sell, and to collect the proper revenue 
for the articles when they are dis- 
posed of. 


COMPLYING WITH GOVERNMENT 
REQUIREMENTS 


After the controller has performed 
these functions, it is then necessary for 
the corporation to comply with all of 
the requirements of the Federal gov- 
ernment and/or the various states in 
which the company is operating. This 
means more reports of payrolls, oper- 
ations, income, and various other sta- 
tistics necessary to maintain franchises, 
licenses, and corporate existence. 

Briefly, these are the duties of the 
controller, but to carry out such duties 
it is necessary for the controller to de- 
vise, install, and maintain all books of 
account and all of the collateral and 
subsidiary records of financial and cost- 
accounting activities. It is also his duty 
to audit and examine all records of the 
company to see that instructions have 
been carried out, and that expenditures 
have been made in accordance with au- 
thorizations. 








An important function of the con- 
troller is the interpretation of the oper- 
ating factors of the business as re- 
flected in accounting and_ statistical 
records in such a manner that they may 
be readily understood by the Board of 
Directors and the executive manage- 
ment, and used as a basis for subsequent 
action. The controller should advise 
and cooperate with the other officers of 
the company and the department heads 
in all matters in which accounts are 
the source of information. 

The controller is also expected to 
give careful thought to the soundness 
of the financial structure over long 
term operations, retrospective and pro- 
spective, for the purpose of evaluating 
past and future policies. 

This will require the controller to 
keep in touch with all changes and 
ethical standards, the effect of new 
legislation, economic trends, trade prac- 
tices, and the like. Anything which can 
be done to disclose more clearly the es- 
sential facts of the business without 
prejudice should receive his most care- 
ful consideration in formulating ac- 
counting policies and systems. 


Must HAVE AUTHORITY 


If we study these duties of the con- 
troller, it becomes evident that it is 
extremely necessary for the controller 
to have proper authority to enforce his 
rules and regulations, or it will be im- 
possible to carry on his activities. This 
naturally leads to the question: “To 
whom should the controller report?” 
There is no question in my mind but 
that the controller should be a staff 
officer of the corporation; that he 
should attend all meetings of the Exec- 
utive Committee or the Board of Direc- 
tors, regardless of whether or not he 
is a member of such Committee or 
Board. It is necessary that he should 
attend these meetings in order to keep 
abreast at all times of the policies and 
authorizations as laid down by the 
Board. There is considerable differ- 
ence of opinion as to whether the con- 
troller should report directly to the 
president, the Board of Directors, or 
to the stockholders. There are argu- 
ments in favor and against any of these 
courses, but my limited time does not 
permit my outlining them. 
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Nevertheless, it is pointed out that 
at the present time there is legislation 
pending in several of the states, as 
well as in Washington, which, if en- 
acted, will make the controller an officer 
of either the Board of Directors, with 
powers almost equal to that of the pres- 
ident, or an officer of the stockholders 
entirely free and independent of the 
Board of Directors. In every case the 
proposed legislation carries with it 
clauses making the controller crim- 
inally liable for failure to carry out his 
responsibilities as defined in the pro- 
posed legislation. 

The Controllers Institute of Amer- 
ica has long recognized a lack of uni- 
formity in the definition of the control- 
ler’s duties, and six years ago it 


appointed a committee to define the 
duties of a controller. This committee, 
after considerable research, has com- 
piled a list of such duties, and today we 
find The Controllers Institute firmly 
asserting that in all corporations the 
duties of the controller should be defi- 
nitely defined in accordance with stand- 
atds of American practice, and the one 
performing such functions should carry 
the title of ‘Controller’ 

I heartily concur in the recommenda- 
tions of The Controllers Institute, but 
I do not believe that because in one 
case a controller did not have authority 
to carry out his normal functions, we 
should impose criminal liabilities on 
all of the others. 


Some British Companies Continue to Pay 
Mobilizied Employees 


No general practice in the matter of 
paying employees who have been mo- 
bilized has yet been established in Lon- 
don, a London business man writes to 
a controller of an American company. 
He adds: 

“From our knowledge of the vary- 
ing policies adopted by our clients, the 
following practices exist, but none can 
be said to be predominant: 

“1. Army pay is made up by employer 
to full amount payable before the 
war. 

“2. As above, with reserved right for 
employer to review after six 
months. 

3. Any case of hardship considered 
separately and ex gratia payments 
made when merited. 

“4, Pay ceases as from date of join- 


ing-up. 


“Sums so paid to mobilized em- 
ployees are allowed as a deduction for 
all tax purposes, and this factor largely 
influences the policy of a company 
which is liable to excess profits tax 
under the Finance (No. 2) Act of 
1939. Companies so liable pay total 
taxes of approximately 75 per cent. on 
any increase of profits over those 
earned for the standard year. 

“We telephoned Mr. Gill of the 
American Chamber of Commerce in 
London to enquire whether he had 


knowledge of any general practice in 
this matter. He confirmed that there 
was no general practice, but stated that 
he had drawn up and circulated to 
various American companies operating 
here a questionnaire on payments to 
mobilized employees. From this ques- 
tionnaire he had found that very many 
schemes were in operation which 
ranged from nil payments to payments 
of pre-war salaries in full. The scheme 
which he said was apparently favoured 
by more companies than any other was 
that plan whereby the employee te- 
ceived the lower of one-half of his 
pre-war salary or the difference be- 
tween his present Army pay and his 
pre-war salary. 

“We enquired whether Mr. Gill 
knew of any differentiation made in 
payments to the various classes of em- 
ployees. He said that no distinction 
was drawn so far as he was aware; the 
various schemes being based on aver- 
age pre-war earnings.” 


Course in Practical Budget Procedure 


A course in practical budget procedure 
is to be given at the New York Business 
Institute by Mr. John H. MacDonald, of 
the National Broadcasting Company, begin- 
ning January 30. There will be discussions 
of current budget practice. A small portion 
of the time will be given to lectures on 
theory, and the greater portion of the time 
to discussions of practical procedures and 
methods of financial planning and control. 
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How Manufacturing Expense Budget 






of Veeder Root Helps Profits 


It should be understood that the 
following is not presented as the “‘one 
and only” correct method of installing 
and operating a system of manufactur- 
ing expense control. It is the plan we 
use, and as far as we are concerned it 
accomplishes the desired results with 
a minimum amount of expense and 
red tape. 

In order to make any expense budg- 
eting system really productive of re- 
sults, we found that it is necessary to 
have: 


1. The approval and backing of 
management. 

2. The basis for determining fair 
and just allowances. 

3. The cooperation and confidence 
of the department heads directly 
concerned. 


After this there should be set up 
mechanics so that results can be 
quickly ascertained and furnished to: 

1. The Department Heads. 

2. The Superintendents. 

3. The Works Manager. 

4. The Top Management. 


Following is a brief description of 
what we have done relative to the 
seven major steps mentioned in the 
two preceding paragraphs. 


1. The Approval and Backing of 


Management. 


This was one step which caused us 
no trouble. Our management was only 
too glad to have a tool which enabled 
them to concentrate on the trouble 
spots and which relieved them of the 
necessity of spending any time going 
over satisfactory performances. 


2. The Basis for Determining Fair and 
Just Allowances. ' 


Our factories were very finely de- 
partmentalized and our expense ac- 
counts were detailed enough so that no 





By Charles F. Pendlebury 


substantial changes were necessary in 
our accounting setup to tie it into a 
system of expense budgets. 

As a starting point in the deter- 
mination of budget allowances, we 
plotted the expenses against activity 
(mostly Direct Labor Dollars) to de- 
termine the trend. High and low 
points were investigated and usually 
eliminated. Since the trend so estab- 
lished was in effect a reflection of past 
actual expenses, we used our best 
judgment in setting allowances after 
the works manager, superintendents 
and in some instances, the department 
heads themselves, were consulted. 
While the budgeted allowances were 





RACTICAL articles such as | 

this, which describe in detail 
procedures followed by successful 
manufacturing companies, are of 
inestimable usefulness to control- 
lers. MR. PENDLEBURY points 
out, in a letter to the editor, that 
most of the meetings of the Con- 
necticut Control of THE CON- 
TROLLERS INSTITUTE OF AMERICA 
are of the round-table discussion 
type and that the material pre- 
sented here was designed pvrinct- | 
pally to provoke discussion. 

He adds: “I wish you would 
bear in mind that the correct basis 
is very important in settling budg- 
ets, but that we feel that getting 
our department heads in the 
frame of mind where they feel 
that the budget allowances are fair 
and attainable is the most neces- 
sary step to accomplish the real 
pur pose—ex pense reduction’. 

Mr. PENDLEBURY 7s controller 
of Veeder-Root, Incorporated, and 
Vice-President of the Connecticut 
Control. | 

—THE Epiror. | 











almost always less than the past actual 
expenses, we were very careful not to 
set the standards so “tough’’ that they 
looked unattainable. 

After these tentative allowances 
were determined, they were applied to 
the whole of the preceding year, not 
only to see how they would have 
worked out that year, but also to dis- 
cover any peculiarities which we might 
have overlooked. There were some 
changes necessary, of course. After we 
had determined that the budget was 
satisfactory, based on the previous 
year, we carried it along for several 
current periods, for experience before 
it was presented to the department 
heads as official. 


3. The Cooperation and the Confi- 
dence of the Department Heads. 


Most of us here at Veeder-Root have 
worked together for a long time, 
which made it very easy to discuss mat- 
ters in an informal, man-to-man way. 
The plan was presented to our depart- 
ment heads, not as an inflexible maxi- 
mum beyond which they were not al- 
lowed to spend, but rather as a guide 
for them and as a means of showing 
up their good performances. We used 
extreme care not to give our fore- 
men the impression that we were tell- 
ing them how to run their departments 
and stressed the point that we were in- 
terested only in giving them account- 
ing service which they had every right 
to expect as an aid to running their 
business. 

We frankly told them that their al- 
lowances were the best guesses we in 
the Accounting Department could 
make, and if at any time they felt that 
there should be a change, we would 
appreciate their discussing the case 
with us. They have done this and, 
strange as it may seem, we have had 
them discuss cases in which in their 
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opinion the allowances were too gen- 
erous, as well as otherwise. 

For the first year or so we leaned 
backwards to make our department 
heads realize that we were absolutely 
sincere when we told them that the 
budgets were their tools, for their 
guidance, and were not for the pur- 
pose of trying to grind out the last 
possible cent of savings. We do not 
want our foremen to meet their budg- 
ets only at the expense of efficient 
operation. 

We feel that this plan of presenta- 
tion to our foremen has been fully 
justified since on the same budget al- 
lowances and substantially the same 
activity, we had an excess of actual 
expense over the budgeted expense 
in 1937 of 15 per cent., and in 1938 
of 9 per cent., against a saving so far 
in 1939 of 2 per cent. 


4. Reports to Department Heads. 

We operate on four-week periods 
which end on Saturdays, and the re- 
ports are furnished to the department 
heads not later than the following Fri- 
day. 

From this report, copies of which 
are sent to the superintendents and 
works manager also, the results of 
the current period as well as for the 
year to date can easily be seen. 


5. Reports to the Superintendents. 


In addition to the copies of the 
reports to the department heads, the 
Superintendents get a report in about 
the same form, which shows the totals 
for all of their departments combined, 
which gives them at a glance the over- 
all results of the current period and 
the year to date. The superintendents 
also get weekly a report showing in 
total for all their departments the 
budgeted and actual non-productive 
labor and indirect materials. Where 
activity is changing, this gives them 
warning of excess expenses so that 
adjustments can be made sooner. 


6. Reports to the Works Manager. 


The Works Manager gets copies of 
all of the reports sent to the superin- 
tendents and in addition a report which 
summarizes, by expense account, the 
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budgeted and actual expenses for all 
departments in both plants. This en- 
ables him to see easily how expenses 
compare with the budget for every- 
thing under his jurisdiction. 


7. Reports to the Top Management. 


The Top Management receive only 
the summary reports given to the su- 
perintendents and the over-all report 
given to the works manager. These of 
course are reflected in total on the In- 
come Statement, which shows the 
budgeted and actual burden variance. 


General 


Before the budgeted allowances were 
made known, we made a study to de- 
termine whether, by meeting these 
budgets, the resulting net profit would 
be satisfactory. It worked out that it 
would, and knowing that the budgets 
as set would result in a satisfactory 
profit, the management can and does 
forget all about expenses, unless they 
are more than the allowance. This is 
not true of the department heads. They 
are continually working to improve 
their performance since by so doing it 
reflects to their credit. 

In this connection, unless there is a 
change in conditions, we do not dis- 
courage our department heads by cut- 
ting their allowances. It is now a game 
to see if they can beat their budgets in- 
stead of just meet them, a condition 
which in our opinion, would not exist 
were we to reduce allowances to take 
up all the savings that the department 
heads have worked to accomplish. 

In the paragraph numbered 3, I 
mentioned an overrun of 15 per cent. 
in 1937 and a saving of 2 per cent. so 
far in 1939. In money this represents 
a spread of about $145,000, which is 
one important reason why I think we 
are justified in saying that the budget 
system outlined works for us. 

In closing, I should like to make a 
statement which is my personal opinion. 
While the setting of budget allowances 
is important, by far the most important 
job is selling the department heads so 
that they take pride in improving their 
performance in relation to their budg- 
ets. Whether the budget is right or 
wrong, it is a good guide. 


Subsidiary Companies 
(Continued from page 6) 

“9. More successful operation and 
retention of good-will by separate com- 
panies engaged in particular businesses 
without identification to the business 
or corporate names of its affiliates or 
parent. (An example of this would 
be that of a cosmetics company affili- 
ated with other corporations engaged 
in the petroleum business. Another 
type would be the keeping separate un- 
der a distinctive name of the business 
of manufacturing gasoline pumps and 
oil-distributing facilities where the 
business enjoyed a market for these 
products among the competitors of its 
parent petroleum company.) 

“10. The smaller corporate unit en- 
gaged in one business is obviously 
better for the making of the many re- 
quired state and local reports and is 
much simpler in meeting local tax re- 
quirements under allocation and segre- 
gation formulae. 

“11. Even where an affiliated group 
represents a truly integrated business 
there are great technical and personnel 
advantages to the separate incorpora- 
tion of the distinctive operations in- 
volved. For example, one business 
might be engaged in the mining or 
extracting of natural resources; trans- 
portation by rail, pipe line or water to 
the place of manufacture; smelting, 
refining or manufacture of the prod- 
uct; distribution and marketing of the 
product; research and development 
program relating to the industry, and 
in the distribution and marketing of 
by-products. Each of these operations 
requires a distinctly different technical 
personnel which would normally oper- 
ate more responsibly under a separate 
company engaged only in that work 
than as departments of a much larger 
and less flexible organization. 

“I have attempted to furnish you 
herein outstanding cases of govern- 
mental or business requirements which 
make it necessary to maintain subsid- 
iary companies. There are many other 
special situations which make it im- 
practicable to conduct the entire busi- 
ness of an enterprise in the name of 
the parent company.” 
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Where I Look for Weaknesses in 


The first step in analyzing a business 
is to examine its history and probable 
outlook in order to judge whether its 
major problems are caused by general 
business conditions, the growth of com- 
petitive products (e.g., plastics in place 
of pressed metals), overexpansion, and 
the like, in the industry, loss of place 
in the industry relative to competitors, 
or the management itself. The finan- 
cial statements over five or ten years 
must be studied to note trends and 
tendencies. 

The next step is to find out what the 
plans and policies of the company are 
and the extent to which they have been 
definitely formulated and understood. 
If a well coordinated plan for the 
profitable operation of the business 
exists, one must discover whether the 
trouble lies in the plan itself or in the 
failure to follow it. If none exists, 
then one must determine the possibil- 
ity of developing such a plan. 

The organization and _ personnel 
must be studied to ascertain how well 
the company is equipped to carry out 
a coordinated plan and to what extent 
there is an active interest and coopera- 
tion all down the line. The principal 
executive is asked to take the consult- 
ant through the office and plant and to 
introduce him to the department heads. 
This furnishes an opportunity to study 
the flow of work. 

The next step is to talk with each 
department head with the object of 
ascertaining the duties and responsibili- 
ties of his department, the facilities, 
methods, records and procedures in 
use, the relationship of one department 
to another, and the qualifications of the 
management and employees. 


ATTITUDE OF DEPARTMENT HEADS 


The mental reaction of each person 
contacted to questions and suggestions 
must be studied to determine the rela- 
tive importance of his work and his 
ability to take added responsibility. It 


a Business 


By F. Richmond Fletcher 


is often very enlightening to have each 
employee and each department head 
prepare a job analysis of his work and 
to define his duties and responsibili- 
ties. In this way one often uncovers 
square pegs in round holes, volumi- 
nous forms of odd sizes, unnecessary 
duplication, and a wrong impression 
of duties and responsibilities. 

In the sales department he is inter- 
ested to know what the sales policies 
and practices are in relation to the 
number, type and quality of products, 
how and when the lines are styled, 
whether goods are made for stock or 
customer's order, types of customers, 
channels of distribution, pricing, sales 
appeal, sales promotion, and cost of 
selling. Are sales planned, expenses 
budgeted, and gross profits known and 
controlled ? If not, the consultant must 
try to inaugurate a planning of effort 
which will ultimately provide a con- 
certed profit-earning plan for the entire 
business. 





i > presenting this subject before | 
the New England Control of | 
THE CONTROLLERS INSTITUTE 
OF AMERICA on October 17, 1939, 
MR. FLETCHER spoke extempora- 
neously. He was asked to put the 
substance of his address in form 
for publication, and consented to 
do so. MR. FLETCHER 7s a part- 
ner of McKinsey & Company, of 
Boston and New York. 

The material was further con- 
densed by MR. E. STEWART FREE- 
MAN, President of the New Eng- 
land Control. There are presented 
here the condensed version, pre- 
pared by MR. FREEMAN, together 
with excerpts from the material 
provided by MR. FLETCHER. To- 
gether they make an interesting 
picture. 


—THE Epiror. 











In the factory we must find out if 
there is any preconceived plan which 
provides stability of employment, uni- 
formity of operation, and an even flow 
of work. Is the factory properly 
equipped to carry out the plan, and 
has it the kind of foremen and work- 
men who will make such a plan effec- 
tive? Are there suitable standards on 
which the cost of materials, labor, and 
expenses are based and which reflect 
all variances at regular and frequent 
intervals ? 


OFTEN No Basic PLAN 


Too often the consultant finds that 
there is no basic plan and that factory 


and sales department are working at _ 


cross purposes. Prejudices, too much 
practical experience, lack of harmony, 
and indecision or impatience of execu- 
tives, are some of the factors which in- 
terfere with the adoption or execution 
of a concerted plan. 

The duties of the professional con- 
sultant are thus much like those of 
the controller. He has the advantage 
of being an outsider free from preju- 
dice and internal rivalry and of being 
employed for the specific purpose with- 
out other duties to perform. Thus the 
chief executive may pay more attention 
to his recommendations and act on 
them more promptly than on similar 
studies by the inside man. Nevertheless, 
the inside man has a greater opportu- 
nity to study the business over the 
longer run. The controller will have a 
permanent job to the extent that he can 
justify his position as a constant aid 
to management. 


Excerpts from Mr. Fletcher’s 
Address 


FUNCTIONAL ORGANIZATION AND 
PERSONNEL 


In discussing organization and per- 
sonnel our object is to ascertain how 
well the company is equipped to carry 
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out a coordinated plan and to what 
extent there is active interest and co- 
operation all down the line. 

Having reviewed these situations 
thoroughly and obtained sufficient data 
as to executive plans and actions we 
are now ready to meet the various de- 
partment heads. It is helpful if an 
executive makes this trip and introduces 
us throughout the office and factory. 
From this we obtain a reasonable idea 
of the flow of work through all depart- 
ments and where each is located. 

From there on our contact is with 
the department heads and our object 
is to ascertain the duties and respon- 
sibilities of each department, the facili- 
ties, methods, records, and procedures 
that are in use, and the qualifications 
of the people employed. In this study 
we discover the relationship of one 
department to another and the extent 
of any concerted plan of control 
through which the various activities 
are coordinated. 


GENERAL INVESTIGATION 


In our examination of the opera- 
tions, methods and procedures of each 
department we are also studying the 
people with whom we come in contact 
in order to determine the relative im- 
portance of their work, their ability 
to take added responsibility, and their 
mental reaction to questions and sug- 
gestions. 

There should be a natural flow of 
work in every office from customers’ 
orders received through all depart- 
ments to the shipping and billing of 
the order. We endeavor to determine 
the facility with which this work pro- 
gresses and the suitability of methods, 
forms and procedures that are in use. 
Frequently in such a study we find it 
advantageous to ask each employee and 
each department head to prepare a 
job analysis or written report of his 
or her work and to define his duties 
and responsibilities. By attaching copies 
of the forms used or records kept to 
these reports the individual presents a 
clear cut statement which is difficult to 
obtain in any other manner and often 
very enlightening, not only to us but 
to department heads, when asked to 
review them. 

In analyzing these reports we are apt 
to find square pegs in round holes, 
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voluminous forms of odd sizes, un- 
necessary duplication, and a wrong im- 
pression of duties and responsibilities. 
If there is no well defined plan that 
has been kept up to date we are apt to 
find many weaknesses in the routine of 
the office. 


FACTORY 


Turning now to the factory we are 
interested to see what their facilities 
are, both physical and individual. Here 
again we must know the basis of their 
operations. Is there any preconceived 
plan under which they are operating 
which provides stability of employ- 
ment, uniformity of operation and 
even flow of work? Is the factory prop- 
erly equipped to carry out such a plan 
and has it the kind of superintendent, 
foremen and workmen who will make 
such a plan effective? Are there suit- 
able standards on which the cost of ma- 
terials, labor and expenses are based 
and which reflect all variances from 
standard at regular and frequent in- 
tervals ? 


Too often we find that there is no 
basic plan and that the factory and 
sales department are working at cross 
purposes. Prejudices, too much prac- 
tical experience, lack of harmony and 
indecision on the part of executives are 
some of the things that prevent the 
adoption of a concerted plan of opera- 
tions. Impatience, too, is a big fac- 
tor. No plan which affects every activ- 
ity of a business can be made effective 
in one or two seasons..... We 
know there must be such a plan if the 
business is to be profitable and that 
the plan must be so drawn as to in- 
clude every activity of the business. 

It must predetermine what we be- 
lieve should happen and _ through 
proper accounting it should show what 
is happening from day to day so that 
action can be taken which will correct 
weaknesses before they become chronic. 

What I have had to say to you gen- 
tlemen must have indicated that there 
is a great deal of similarity between 
the duties of a professional consult- 
ant and those of the controller. 





MID-WESTERN CONFERENCE TO BE HELD 
IN CHICAGO, APRIL 22 


| FFICERS and members of the Chicago Control of The Controllers 
| Institute of America have begun their arrangements for a one- 





day conference of controllers to be conducted in Chicago, on Monday, 
April 22. Announcement was made a month ago that the Chicago 
Control had accepted responsibility for the Third Mid-Western Con- 
ference of Controllers. Since then the date has been fixed, and two 
meetings have been held of the men in Chicago who have the arrange- 
ments in charge. ; 

Attendance of at least 400 controllers from mid-western cities is ex- 
pected, representatives from twelve Controls—Twin Cities, Milwaukee, 
Chicago, Kansas City, St. Louis, Cincinnati, Detroit, Indianapolis, Pitts- 
burgh, Dayton, Cleveland and Buffalo—as well as from smaller cities in 
the states of the mid-western area. The conference will be open to 
visitors, including controllers who are not members of The Controllers 
Institute, executives of business concerns other than controllers, and 
public accountants. 

The affair will be one of considerable importance to controllership, 
as it will be the first regional meeting to be held in Chicago. Mid-West- 
ern Conferences have been held in Indianapolis, in 1938; and in Cleve- 
land in 1939. There were 250 in attendance at the Cleveland meeting. 

An attractive, worth-while program is being arranged, the details of 
which will be announced shortly. President John A. Donaldson of the 
Chicago Control reports that the members of that Control are enthusi- 
astically planning an affair which may well take rank as one of the high 
spots of the year in controllership. 

More than 500 members of The Controllers Institute are situated in 
the area of which Chicago is the center. The date, April 22, should be 
reserved now. 
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Digest of Facts Concerning Profit Plans 
as Elicited by Government 


Recently much attention has been 
turned toward the possibility of profit 
sharing in its broadest sense, establish- 
ing a community of interest between 
employer and employees. This would 
tend to cut down the excessive losses 
due to strikes, slow-downs, sit-downs 
and sabotage, and encourage efficiency 
and normal rate of work production. 
Experiences in profit sharing to date, 
with definite recommendations as to 
the form a broad profit sharing plan 
should take, were covered in the report 
of a Subcommittee of the Committee 
on Finance of the U. S. Senate, which 
further dealt specifically with the pos- 
sibilities of incentive taxation to en- 
courage the general adoption of such a 
profit sharing plan. 

Some of the highlights of this ex- 
haustive investigation are set down be- 
low in brief as a basis for discussion. 

The present wage system is the cause 
of constant conflict and contention. 
There is an admitted need of a differ- 
ential in the wage formula to provide 
flexibility. There is a need for individ- 
ual economic security which may go 
beyond the provisions of the present 
Unemployment Compensation and Old 
Age Benefits Acts. The partnership of 
employer and employee must be made 
tangible and definite. Before any profit 
sharing plan can be enthusiastically ac- 
cepted by the employees and made 
workable, an educational process is 
necessary. Unless the employees under- 
stand the mutual benefits to employer 
and employee expected to come from 
such a plan, and are assured that the 
figures on which profit sharing is based 
are fair and accurate, no good results 
can be expected. For this reason any 
profit sharing plan should be based 
upon figures rendered to (and pre- 
sumably to be accepted by) the Fed- 
eral Government as representing the 
taxable income for each year. 

The most significant analysis was 
that of the reasons which caused the 


By L. M. Nichols 


failure of so-called profit sharing plans 
in the past :— 

1. Investment of profit sharing or 
savings plan accumulations in securities 
which depreciated substantially before 
payment to the recipient. 2. Lump 
sum bonuses of cash, frequently re- 
leased savings accounts, and periodical 
distribution under profit sharing are of 
little or no avail in satisfying the yearn- 
ing of the worker for permanent secur- 
ity, unless given in form which carries 
them forward intact to the date of re- 
tirement, with perhaps some borrowing 
power against emergency needs in the 
interim. 

Some of the other reasons for inef- 
fective operation or abandonment 
were :— 

1. Few, if any, gave consideration 
to the all-important psychological fac- 
tors. 

2. Total absence of features which 
established any partner-interest rela- 
tion. 

3. Unsound design which failed to 





OR controllers who have not 

had an opportunity to read the | 
testimony concerning profit shar- 
ing plans and tax incentives look- 
ing to their adoption, this digest | 
and summary of the testimony 
taken by a Subcommittee of the | 
Committee on Finance of the 
United States Senate, will be help- 
ful and illuminating. | 

The summary was prepared by | 
Mr. L. M. NicHots of General 
Electric Supply Corporation, of 
Bridgeport, Connecticut, for use 
at the December meeting of the 
Connecticut Control of THE CON- 
TROLLERS INSTITUTE OF AMERICA. 
Mr. NICHOLS 7s president of the 
Connecticut Control, and a mem- 
ber of the Board of Directors of 
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differentiate the sharing from wages— 
hence intensified the wage conflict. 

4. Plans designed for ulterior pur- 
poses and without honest objective. 

5. Installed arbitrarily without con- 
sultation or educational effort to create 
understanding and appreciation by the 
worker. 

6. Depression, with resulting loss of 
earnings, compelled discontinuance. 

7. Enactment of Federal Social Se- 
curity Act conflicted with continuance 
of plan. 


FUNDAMENTAL OBJECTIONS 


Before considering the adoption of 
a profit sharing plan it is well to face 
fundamental objections that have been 
voiced— 


1. By Employers 

“Failures of profit sharing prove its 
impracticability’’. 

“In many years there are no profits 
to share’. 

“Labor does not produce profits— 
hence should not share profits’. 

“Profit sharing will not work be- 
cause the employee will not share 
losses’. 

“Labor wants its profits all at once’’. 

“All the worker wants is a steady 
job and good wages’’. 

“Profit sharing plans are too patern- 
alistic’’. 

“Profit sharing will necessarily raise 
wages’. 

“Profit sharing will reduce wages”. 

“Profit sharing may succeed in a 
small business but can not in big in- 
stitutions”. (70% of all employed 
workers are in establishments having 
less than 500 employees). 


2. By Labor 

“Profit sharing aimed to keep wages 
down’’. 

“Profit sharing seems to become a 
substitute for collective bargaining 
through unions’’. 








14 
ESSENTIALS OF PROFIT SHARING PLAN 


Broadly speaking, profit sharing may 
be defined as any employee benefits or 
share of profits in excess of market or 
union rates of wages. The essential fea- 
tures of a broad profit plan should be 
the following :— 


1. Provision for the creation of an 
estate or retirement fund for the pro- 
tection of old age. 

2. A plan which will remove the 
rigidity of flat and fixed wage scales, 
thereby providing flexibility to produc- 
tion costs and inserting a ‘‘differential’”’ 
in the compensation relationship be- 
tween labor and capital. 

There are certain principles which 
should be adhered to in profit sharing 
plans or extra compensation in order 
to make them effective :— 


1. Such a plan should serve to pro- 
mote confidence and mutual under- 
standing between employer and em- 
ployee, and should be inaugurated with 
the greatest of care in order that this 
confidence may be first established. 

2. The fundamental purpose of a 
plan should be the increasing of the 
value of the employee’s service both to 
himself and the employer. 

3. The benefits to employees should 
be substantial and always additional to 
the current rate of wages. 

4. Particular attention should be 
given to prevent the plan representing 
paternalism or philanthropy on the em- 
ployer’s part. 

5. Employees should be thoroughly 
informed as to the conditions affecting 
the payment of benefits and the amount 
of the incentive. 

6. It will be extremely beneficial for 
the permanent acceptance of the plan 
that the employees be represented in 
the administration of the program. 

7. The effectiveness of the manage- 
ment of the plan will spell success or 
failure, and thus management should 
give particular attention to continued 
education and human engineering. 


OPINIONS OF EMPLOYEES AND 
EMPLOYERS 


Summarizing the opinions of em- 
ployees of profit sharing companies, we 
find that they believe that it has im- 
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proved relationships between employer 
and employees, increased employees’ 
interest in company success, promoted 
care in handling material and equip- 
ment, removed fear and anxiety with 
regard to their financial future, created 
a spirit of cooperation, and eliminated 
much unrest and labor trouble, partic- 
ularly of the kind provoked by labor 
union racketeers. 

Employers operating profit sharing 
plans say that they have created greater 
personal interest on the part of the em- 
ployee, stimulated efficiency and in- 
creased production, established friendly 
and harmonious relationships, reduced 
turnover of employees and loss of 
trained employees, eliminated strikes, 
brought about greater loyalty, allowed 
flexibility in handling the wage prob- 
lem and in many cases converted losses 
into profits. 

Among employees of non-profit 
sharing companies 87% of them be- 
lieve that the benefits enumerated 
above, as expressed by employees of 
profit sharing companies, could be at- 
tained; 37% believe that more than 
10% of the profits should be divided ; 
some of them, however, admitting that 
the sharing should take place only after 
a fair return on capital. Sixty-five per 
cent were against receiving it currently 
in the pay envelope; 50% preferring 
that it be put away for a retirement 
fund. 


Four TYPES OF PLANS 


Profit sharing plans in existence gen- 
erally fall into four different types: 

1. Profit Percentage Plans. In most 
cases a division between stockholders 
and employees, after a fixed rate of re- 
turn on tangible invested capital, has 
been provided for. In some cases this 
profit sharing is distributed yearly and 
in others accumulated as a retirement 
fund. 

2. Wage Dividend Plans, under 
which employees receive a dividend on 
their wages which beats some fixed re- 
lationship to the dividend declared for 
stockholders on their stock. 

3. Stock Ownership Plans, under 
which employees may acquire stock at 
less than current market price, in some 
cases receiving a bonus if they do not 
sell the stock or leave the service of 


the company for a given term of years. 
In other cases the stock is paid for 
partly in cash and partly through spe- 
cial credits contributed by the company. 
In other cases bonus stock is credited to 
their accounts and held for a prescribed 
time before it is given them outright. 

4. Bonus Plans. These are usually 
an arbitrary distribution from profits 
given principally to management, or in 
some cases, like Proctor and Gamble, 
an amount contributed by the company 
based upon the employee’s length of 
service and used together with the em- 
ployee’s own contributions to purchase 
common stock in the company, bearing 
some resemblance to the stock owner- 
ship plans previously referred to. 


COMMITTEE'S IDEAL PLAN 


According to the Committee’s final 
recommendation, the ideal plan em- 
braces a profit sharing savings retire- 
ment fund. Its main provisions are:— 


1. Joint contributions—by the em- 
ployees, a percentage of wages; by the 
company, a pre-determined share of net 
earnings. 

2. Membership and participation—a 
preliminary apprentice service of two 
or three years; compulsory membership 
after that. 

3. Apprenticeship bonus—during 
the apprenticeship period, a bonus, 
preferably in preferred stock of the 
company, to be paid. If he becomes a 
full member, his stock bonus to be 
credited to his profit-sharing account. 

4. Administration of fund—by an 
advisory board of five, two to be elected 
by employees, two selected by the cor- 
poration, and the fifth to be the execu- 
tive officer of the corporation, who 
shall act as trustee. 

5. Fund investment—employees’ con- 
tributions to be subject to the state 
laws applicable to investment of trust 
funds, company contributions at the 
discretion of the advisory board, but in 
no case to be invested in common stock. 

6. Retirement age—optional at sixty 
or sixty-five years, total disability con- 
strued as retirement. 

7. Dismissal or voluntary with- 
drawal credit—an employee’s contribu- 
tions to be returned with interest; plus 
40, 50, or 60 per cent. of the corpora- 

(Please turn to page 29) 
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COMPREHENSIVE DEFINITION 
OF CONTROLLER'S DUTIES 


The definitions of duties and respon- 
sibilities of a controller which are 
evolved by various companies are al- 
ways of interest as they constitute con- 
tributions to the development of stand- 
ards and are an indication of the 
progress, or lack of it, that is being 
made in this field. 

One of the most recent contribu- 
tions along these lines is the definition 
of the duties and responsibilities of 
the controller of the Monsanto Chem- 
ical Company, of St. Louis, of which 
Mr. E. J. Cunningham is controller. 

This company did not put this defi- 
nition into its by-laws. Instead, an Or- 
ganization and Procedure Manual was 
adopted during the process of reor- 
ganizing the departments of the com- 
pany to form certain operating divi- 
sions. There were also established cer- 
tain general departments such as Ac- 
counting, Legal, and the like. 

The duties of the controller, as in- 
serted in the Organization and Pro- 
cedure Manual, are defined as follows: 


THE CONTROLLER'S OFFICE 


The Controller’s Department is one 
of the General Departments of the 
Company. The Controller's Office is 
located in the general offices of the 
Company at St. Louis, Missouri. 


Duties of the Controller 


The principal duties of the Control- 
ler are: 


1) The Controller is the chief account- 
ing officer of the Company. As such 
he has the following specific duties: 
a) Installation and supervision of all 

accounting records of the company. 
Establishment, subject to the ap- 
proval of the President and the Ex- 
ecutive Committee, of the account- 
ing policies for the company. 
c) The initiation, preparation and is- 
suance of standard practices relat- 
ing to all accounting matters and 
procedures, and the coordination 
of systems throughout the corpo- 
ration. 
The preparation and interpretation 
of all financial statements and re- 
ports. In this connection it is his 
duty to point out inefficiencies in 
the operations of the company as 
developed through the accounts. 


b 


_ 


d 


a 


2) 


3) 


4) 


5) 


6) 


e) Preparation of financial statements 
and data in connection with annual 
reports and registration statements 
to the Securities and Exchange 
Commission, and the New York 
Stock Exchange. 

f) Compilation of production and dis- 
tribution costs. 

g) Compilation of data to be used in 
the preparation of tax returns. 

h) Maintenance of adequate record of 
authorized appropriations and the 
determination that all sums ex- 
pended pursuant thereto are prop- 
erly accounted for. 

i) Approval of all financial data em- 
bodied in text of statements to be 
given out for publication. 

The Controller directs the internal au- 

diting of the company. Such duties 

comprehend the following: 

a) Continuous audit of all accounts 
and records of the corporation 
wherever located. 

b) Periodic checks of the general cash 
funds, as well as the various pay- 
rolls and petty cash funds of the 
company. 

c) Examination of recommendations 
for proposed expenditures for ad- 
ditions to property and expression 
of opinion as to the correctness of 
the estimates and as to their earn- 
ing value to the company. In like 
manner examination of estimates 
for proposed major expenditures 
for repairs, improvement or re- 
placements. 

d) Comparison of actual against esti- 
mated expenditures for capital ad- 
ditions, repairs, and the like, in 
order to ascertain whether such ex- 
penditures have been kept within 
appropriations and projected earn- 
ings realized. 

The Controller approves all cash dis- 

bursements of the company. 


The Controller directs the preparation 
of and approves for payment all pay- 
rolls. The computation of all bonuses 
and their payment is also under his 
supervision. 

Supervision of the taking and costing 
of all inventories of the company, in- 
cluding the determination of the dates 
of taking the inventories. 

The Controller, as budget director, su- 
pervises the preparation, in conjunc- 
tion with other officers and department 
heads, of forecasts and budgets cover- 
ing all activities of the corporation. 
He reports periodically on the actual 
results compared with budgeted 
amounts. 


15 


7) The Controller supervises the prepara- 
tion and interpretation of all statistical 
data. Included in this category is the 
preparation of charts and other pres- 
entations setting forth in graphic form 
pertinent facts and trends. 

8) The Controller supervises the invoic- 
ing of shipments to customers of the 
company. In this connection he pre- 
scribes procedures to be followed and 
supervises the designing of forms used 
in this work. 


9) The Controller shall make special in- 
vestigations at the request of the Presi- 
dent. 


Relationship with the Organization 

The Controller reports directly to 
the Executive Committee. 

By reason of the wide scope of his 
duties he works very closely and co- 
operates with all division and depart- 
ment heads. He is available at all times 
to consult with and render assistance 
to the various members of the organi- 
zation with a view to constantly im- 
proving the operations of the company. 

As stated hereinbefore one of the 
duties of the Controller is to point out 
to the management inefficiencies in the 
company’s operations. In this work the 
Controller has the authority to contact 
directly the heads of the Operating Di- 
visions and General Departments. It is 
the duty of the Controller to report 
continuing inefficiencies to the Execu- 
tive Committee. 


Personnel 

All accounting personnel wherever 
located is responsible to the Control- 
ler. The personnel must, however, co- 
operate very closely with the various 
Operating Divisions and General De- 
partments. 


CONFERENCE ON WAR PROBLEMS 
A Conference on War Problems was 
conducted by The Controllers Institute 
of America on January 5, 1940, at 
Hotel Commodore, New York City. It 
was attended by 200 members and vis- 
itors. 








TIMELY FIGURES! 


Send your inventory and other emergency 
computations to a skilled organization of 
public calculators. Dependable results. 


ATLAS CALCULATING SERVICE 
25 E. Jackson Blvd. Chicago, Ill. 
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Brief Items from Here 


and There of Tit ti 





Modified Report on Extensions 
of Auditing Procedure 


The American Institute of Accountants 
recently issued a pamphlet “Extensions of 
Auditing Procedure,” which is a modifica- 
tion of the report on the same subject, 
which was issued May 9, 1939. The modi- 
fied form of report was approved at the 
annual meeting of the American Institute 
of Accountants on September 19, 1939. 

In reporting the modified form to the 
members, the officers said: 

“During the four months which elapsed 
between the issuance of the report (May 
9, 1939) and the September meeting, the 
committee had considerable discussion 
and correspondence with informed peo- 
ple, both within and without the profes- 
sion, and held a number of meetings. 
While the recommended additional pro- 
cedures had the united support of inde- 
pendent accountants, it was evident that 
there was some misconception as to the 
meaning intended to be conveyed by the 
term ‘physical tests’ as applied to inven- 
tory quantities, that considerable mis- 
understanding had arisen as to the respon- 
sibility which the auditor might be as- 
suming, and that the recommended ref- 
erence in the auditors’ report or opinion 
to the omission of such procedures had 
been misconstrued. 

“In its supplemental report presented 
to council under date of September 18th, 
the committee explained the term ‘physi- 
cal tests’ and indicated that in his capac- 
ity as auditor the independent certified 
public accountant could properly attend 
at the inventory-taking and observe the 
methods of taking the inventory, making 
in conjunction therewith such suitable in- 
quiries or requiring such test checks under 
his observation as he deemed advisable, 
and that such a program was within the 
meaning of the term ‘physical tests.’ 

“The auditor’s duty was increased in 
that the additional procedures were 
adopted as generally accepted practice 
wherever ‘they are practicable and rea- 
sonable, but beyond this the auditor’s 
responsibility remained unchanged. The 
responsibility of the management for tak- 
ing proper inventories was again empha- 
sized. 

“The committee reiterated its recom- 
mendation of May 9th that, where excep- 
tions were required, such exceptions 
should be expressed clearly and unequiv- 
ocally. However, where exception was not 
called for under the terms of the report, 
it was felt that no good purpose would be 
served by requiring negative explanations, 


because discussion and experience in the 
meantime had demonstrated that negative 
references in the auditors’ report gave rise 
to misconception in that they tended to 
convey implications of reservations or ex- 
ceptions where none existed or was in- 
tended.” 


Report on Timekeeping Methods 
for Office Workers 


A report entitled ‘Timekeeping Meth- 
ods for Office Workers” has just been 
published by the Metropolitan Life Insur- 
ance Company, and is available on request 
to that company. It presents the results of 
a survey conducted among representative 
companies, to determine the practices fol- 
lowed. The survey was prompted by the 
requirements of the Fair Labor Standards 
Act. Among the time recording methods 
mentioned are time clocks, hand-entered 
time cards, and departmental time sheets. 
Timekeeping methods used in large and 
small offices are described, also branch of- 
fice timekeeping. There is an appendix de- 
voted to government regulations cover- 
ing the form of records. 


Enforcement of Fair Labor 


Standards Act 


In an address before the Fourteenth An- 
nual Convention of the National Associa- 
tion of Bank Auditors and Comptrollers, 
Mr. C. Edgar Johnson, assistant cashier of 
the First National Bank of Chicago, 
pointed out that the government’s pro- 
cedure for enforcement of the Fair Labor 
Standard Act is, first, to have its inspectors 
and lawyers constantly in the field, to go 
through the complaints on hand, sift them, 
and prosecute when necessary; and second, 
routine enforcement, which means that in- 
spectors will constantly be visiting places 
of business, at regular intervals, to make 
periodic examinations to discover whether 
the law is being complied with. The vari- 
ous sets of proposed amendments of this 
act will come before Congress in its com- 
ing session. 


Fiduciary Income Tax Return 
Forms Now Available 


Commissioner of Internal Revenue Guy 
T. Helvering announced early in Decem- 
ber that persons having urgent need for 
Forms 1041, Fiduciary Income Tax Re- 
turn, for immediate use, may obtain a 
supply by calling at the office of the Col- 
lector of Internal Revenue for their dis- 
tricts. These forms are for returns cover- 
ing the calendar year 1939, or fiscal year 


beginning in 1939 and ending in 1940. 
Commissioner Helvering explained that 
making these returns available at this time 
was in response to urgent requests from 
persons required to prepare large numbers 
of returns on Form 1041, who represented 
that such action would materially facili- 
tate the timely filing of such returns. He 
also stated that the individual, corporation 
and partnership income tax return forms 
would be available for release or distribu- 
tion on January 3, 1940. 


Bulletin on Foreign Operations 
and Foreign Exchange 


The Committee on Accounting Pro- 
cedure of the American Institute of Ac- 
countants has prepared a bulletin on “For- 
eign Operations and Foreign Exchange” 
which was issued under date of December, 
1939, as Bulletin No. 4 in the series—a 
special publication. Mr. J. H. Stagg is 
chairman of the Special Committee on 
Accounting Procedure. 


Advocates Telling Industries’ Story 
Widely and Often 


In a report made some time ago to 
General Motors stockholders, Mr. Alfred 
P. Sloan made the statement: “It is of the 
utmost importance that management tell 
industry’s story in as many different ways 
as possible on the broadest front and in 
the most comprehensible terms. The 
annual report should embrace not only 
the important facts of the year’s business 
of a statistical character, but such im- 
portant circumstances including economic 
and political trends as may be judged to 
affect the future opportunities of the en- 
terprise. Only by so doing may the 
stockholders, and incidentally the public, 
obtain the most comprehensive under- 
standing.” 


Time Expires for Filing of 
Claims for Refund 


December 31, 1939, was the last day 
for filing with collectors of internal reve- 
nue, claims for refund of taxes paid under 
the Agricultural Adjustment Act and 
claims for payment with respect to inven- 
tories held on January 6, 1936, of articles 
made from commodities which were sub- 
ject to the processing tax under the Agri- 
cultural Adjustment Act. 

The time limit for filing claims of this 
character originally expired several years 
ago. However, during the latest session 
of the Congress legislation was passed 
which extended the filing periods up to 
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ic, gr ere tet sign a wage-hour cooperation agreement, dents, treasurers, controllers, auditors, 
f- y tisha on October 31, 1939. This covered a plan and others charged with financial respon- 
} “The Comptroller. The comptroller of enforcement of the Fair Labor Stand- sibilities, have been invited to attend the 
shall have supervision under the presi- ards Act of 1938, designating the North American Management Association’s Fi- 
dent’s direction over the general books Carolina Department of Labor as the nance Conference, which will be held on 
and all the accounting and statistical rec- representative of the Wage and Hour Di- January 24-25, at the Hotel New Yorker, 
| ords of the corporation, and shall be re- vision of the United States Department of New York City. The meeting will be de- 
ay | sponsible for the proper reporting, re- Labor, for enforcement purposes. voted to such topics as: “Current Prob- 
e- | cording, and auditing of all phases of the lems in Financial Management,” ‘“Budg- 
er | corporation’s business, including among Altmeyer Reviews Progress of etary Control,” “The Effects on Financial 
nd =| others, records of deposits and withdraw- Social Security Management of Social Legislation,’ and 
m- | als; records of collateral and assets of In a year-end statement, Arthur J. Alt- “Future Developments in Auditing and 
es | estates bonded by the corporation; rec- meyer, chairman of the Social Security Accounting.” 
b- ords of mortgages, properties, and other Board, made a report of progress under Among the speakers will be Mr. Jerome 
ri- assets owned, controlled, and/or man- the Social Security Act. He said, in part: Frank, chairman of the Securities and 
aged by the corporation; records kept and “The close of this year marks the fourth Exchange Commission, who will speak on 
is maintained by all subsidiary companies; year of operation of the national social- “The Relation of Government to Finan- 
rs and the custody and maintenance of corpo- security program and brings us to the cial Management”; Mr. P. F. Boyer, comp- 
on ration buildings, purchase of supplies, fa- New Year with a substantial record of ac- troller of the Republic Steel Corporation; 
ed cilities and equipment, and supervision complishment. In January, 1940, monthly Mr. Dana C. Backus, attorney for White 
to over all other records and reports neces- benefits become payable under the old-age & Case, New York City. 
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PREFERS NOT TO BE OFFICER 
OF HIS CORPORATION 


To the Editor: 

I have eventually read, with more than 
passing interest, Mr. Roscoe Seybold’s letter 
dated June 21, 1939, and the accompanying 
Report of the Planning Committee (1937- 
38). 

It would be difficult to improve upon the 
eight essential objectives—and the two ma- 
jor policies—set forth therein. 

Of course those covering the: 


a. General acceptance, as official, of re- 
ports and statements formally issued 
by controllers and 

b. Establishment of the official standing 
of controllers entail the ‘‘external’”’ 
furtherance of controllership and of 
the influence of The Institute. 


In my own case, my reports and financial 
statements have been generally accepted as 
official for many years (almost 20). Also I 
have avoided election to statutory officer- 
ship and directorship, but rather have re- 
mained and continued as “‘controller’ only 

. much (I have found) to the benefit 
of both the companies of our group and 
myself. I am subject to the Board of Di- 
rectors and stockholders of the parent com- 
pany only, and not to any individual officer. 

I am firmly of the opinion that, to be 
successful as a controller, one should be 
virtually a free lance within the organi- 
zation of which he is a part, and be free 
from any “tying” or routine duties: how- 
ever, one’s responsibilities (mostly indirect) 
are practically unlimited. A worth-while 
controller must be prepared to butt into 
anything and everything (and_ probably 
everybody) in the organization as and when 
he considers it necessary for the good there- 
of: and he must be able to do that suc- 
cessfully, in all respects—or he soon would 
become a mere auditor, or accountant, or 
cashier . . . . or a derelict. Also, if he let 
himself become a statutory officer (and 
therefor subject to individual superiors) he 
would lose the power of a free lance and, 
it seems to me, would aid in defeating the 
main purpose of controllership, as ex- 
pounded by The Institute. 

A CONTROLLER. 


LIKED “INFORMATION PLEASE” 
TYPE OF MEETING 


The New York City Control conducted an 
“information please’ type of meeting on 
January 14. A panel of eight “experts” 
answered questions which were propounded 
by Chairnian William J. Mackay—questions 
selected from one hundred or more which 
had been submitted in advance by members. 


One man’s opinion concerning that type 
of meeting was expressed by Mr. Daniel H. 
Bender, of Associated Bankers Title & 
Mortgage Guaranty Company, in a letter 
addressed to Mr. E. B. Nutt, president of 
the New York City Control: 

‘My apologies for having walked out on 
the great meeting last night; however, I had 
to make a train that would get me home by 
midnight. 

“Congratulations on the success of the 
meeting. The answers to the questions were 
sound and the persons making the replies 
were well qualified to give the answers. 

“You have done a wonderful job in ar- 
ranging interesting programs, for which the 
members owe you a vote of appreciation and 
thanks.” 


COMMENDS MEMORANDUM OF 
TAX COMMITTEE 
To the Editor: 

Permit me to take this opportunity to 
comment on the memorandum submitted by 
The Controllers Institute’s Committee to 
the Treasury Department in connection 
with the proposed revision of Federal tax 
laws. I think it is a fine job and deserves 
the compliments of our entire organization. 

MILLER ADAMS, 
Fred Harvey, Chicago. 


ECHO FROM EIGHTH ANNUAL 
MEETING OF INSTITUTE 
To the Editor: 

Somehow opportunity didn’t present it- 
self in New York several weeks ago to tell 
you how much I enjoyed the annual meet- 
ing and to express appreciation for your 
own good work during the past year. The 
Institute certainly is well on its way and 
we need to do everything to keep it going 
in that direction and to make it a cohesive 
and unified group. 

A. U. Hunt, 
Jewel Tea Company, Inc., 
Barrington, Illinois. 


A CONTROLLER WRITES 
ABOUT THE INSTITUTE 


What might be said to any controller 
who is not a member of The Controllers 
Institute of America, by any controller who 
is, is illustrated by the letter that follows, 
which was written by a Chicago controller 
to a prospective member of The Institute: 


To any Non-Member Controller: 

The Institute is not merely just another 
organization; it is unique in many respects. 
It is the first and I believe the only organi- 
zation exclusively for accounting officers as 
such, from all kinds of businesses, though 
many large industries like the transporta- 
tion industry and the electric utility indus- 
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try have accounting organizations of their 
own. While these organizations are impor- 
tant they naturally limit contacts and the 
exchange of ideas to a given industry. 
The activities of The Institute are con- 
ducted in a conservative and dignified man- 
ner. The official organ of The Institute, 
THE CONTROLLER, is perhaps the best ac- 
counting magazine published. This maga- 
zine reaches The Institute member free. 
By attending the monthly Control meet- 
ings, the controller is drawn out of his 
shell—something we all need. He meets 
controllers from more different kinds of 
companies than he thought existed, and 
soon he begins to feel that his outlook has 
broadened and his perspective lengthened. 
Your fine company and you as its worthy 
accounting officer really ought to be rep- 
resented in this splendid organization. I 
am asking Mr. Tucker to send you a copy 
of THE CONTROLLER and a copy of the 
latest directory of members of The Institute. 
You will be impressed, I am sure, not 
only by the large number of names of ac- 
counting officers in this directory, but also 
by the many prominent corporations listed 
therein. It is understood, of course, that if 
you decide to file an application for mem- 
bership in The Controllers Institute, your 
decision would be based purely on the bene- 
fit you expect to receive from such mem- 
bership and the contributions to The In- 
stitute which only a man of your experience 
and character can give. If The Institute 
maintains its reputation, and I believe it 
will, eventually no prominent accounting 
officer will be outside its ranks. This is 
inevitable regardless of what existing mem- 
bers do in calling The Institute to the at- 
tention of prospective members. I am sin- 
cere in recommending the Institute to you, 
as I believe you will find it very much 
worth while. A MEMBER 


CERTIFICATE vs. REPORT 


To the Editor: 

Mr. Webster’s definition of certificate is 
“a certified statement, a written testimony 
to the truth of any fact.” A definition of 
report is “an account or relation, especially 
of some matter specially investigated, as the 
report of an expert. An official statement 
of facts.” 

A pursuit of the word certificate in 
Roget’s Book of Synonyms is as follows: 
evidence, testimony, record, affirmation, 
statement. Some of the words suggested 
by report are judgment, conclusion, in- 
formation, record, account. 

It would appear that in a sense the two 
words convey much the same thought. Call 
it by any other name, the function of the 
report or certificate will remain the same. 
The responsibility for the correctness of 
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the report, legal or implied, will still be 
obvious. The supporting evidence will 
remain the responsibility of the accountant 
signing the report. 

Just as a certificate should be ‘‘a written 
testimony of the truth of any fact,” so 
should the report reflect the truth of the 
facts reported. By the same token, surely 
the old certificate form was “the relation 
of some matter specially investigated by 
one assumed to be an expert.’’ So it should 
be in the future in ending the report of any 
examination; the relation of the true state 
of affairs should always predominate. 
Whatever is necessary to ascertain the truth 
in its entirety should be done or the report 
should, in my opinion, be specifically qual- 
ified. It is unfortunate when conditions 
exist which make it necessary to so qualify 
a report that the purpose and the intent 
of the examination or audit is practically 
nullified. Were it at all possible, it would 
certainly be better to correct any bad prac- 
tice found during the course of the audit 
prior to the final report, than to so qualify 
the report that a question is left in the 
mind of the reader as to whether the re- 
port reflects the true condition of the 
business. 

While it is not the purpose to criticize, 
it seems unfortunate that some other name 
than “‘report’’ was not decided upon for that 
portion of the auditor’s report which now 
takes the place of the old certificate. The 
report of the report seems rather confusing 
to the layman. Would not some such word 
as ‘“‘conclusion” or “summary” more nearly 
describe the function? Will there not be 
confusion between the body of the report 
and that which contains the certificate or 
authentication of the audit? 

Somehow the passing of the word cer- 
tificate in connection with the report on an 
audit strikes me much the same as would 
the passing of the word sterling in connec- 
tion with silver. Although silver may be 
just as fine in quality without sterling 
stamped upon its surface, we have come to 
believe that that one word makes that par- 
ticular silver absolutely dependable. So, 
through the years, business men have looked 
upon the certificate appended to the audi- 
tor’s report, with the feeling that the grand 
old names in the profession would not sign 
a certificate that was not sterling in charac- 
ter. Perhaps time will bring about the same 
universal acceptance of the new report 
form. After all, we have probably come 
to accept the reputation and standing of 
the firm performing the audit more than 
the form in which it is reported as a basis 
of our conclusion. 

A review of the “Short form of Inde- 
pendent Certified Public Accountant's Re- 


port” reveals the natural evolution from 
certificate, to the 1934 form previously 
used, and now to the new suggested form. 
Certainly it should be obvious to any busi- 
ness man that it would be necessary for the 
auditor to ‘obtain information and explana- 
tions from officers and employees of the 
company.” Such a phrase could only tend 
to clutter the report with unnecessary words. 
Most executives of large corporations fully 
realize that the expense of a detailed audit 
of all records and all departments would be 
prohibitive. Therefore, there can be no 
criticism in eliminating “but we did not 
make a detailed audit of the transactions.” 
“Based upon such examination” is cer- 
tainly covered by the first paragraph of the 
new form, and was probably always cov- 
ered in the description of an audit with the 
qualifications. 

It is not my intention to give the im- 
pression that any action has been taken 
without good and just reason, but it is my 
own opinion that the changes in previous 
procedures are probably of not as much 
consequence as one would believe at first 
glance. The results and the meaning of 
the report or certificate are much the same. 
However, the passing of the name is sig- 
nificant, and may have a far reaching psy- 
chological effect upon the profession. The 
certificate was the logical name for that 
appendage to a report made by a certified 
public accountant. Though there be no 
direct connection, could we, in the future, 
imagine the name of the profession becom- 
ing Reporting Public Accountant? 

J. L. BATCHLER, 
Controller, Kansas City Life 
Insurance Company 


INSTITUTE CERTAINLY 
WELL ON ITS WAY 


To the Editor: 

Somehow opportunity did not present it- 
self in New York several weeks ago to tell 
you how much I enjoyed the annual meet- 
ing and to express appreciation for your own 
good work during the past year. The Insti- 
tute certainly is well on its way and we need 
to do everything to keep it going in that 
direction and to make it a cohesive and uni- 
fied group. 

A. U. HUNT 
Jewel Tea Company, Inc. 
Barrington, Illinois 


HEAVEN KNOWS ACCOUNTING 
NEEDS HELP 
From time to time I talk with members 
of The Institute and am always much inter- 
ested in its progress. I am convinced that 
it will grow and grow and finally have a 
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great influence on the accounting in this 
country, for Heaven knows it needs it. 
M. L. WUESCHER, 
Gaylord Container Corporation, 
Bogalusa, Louisiana 





CONTROLLERS INSTITUTE 
OF AMERICA 


| Brief Facts Concerning 


| Organized, December 29, 1931; in- 
|  corporated, December 31, 1931. 

| A non-profit membership corpora- 
| tion, under laws of District of Co- 
| lumbia. 


| Membership, 1,250. Includes control- 
lers from many diversified lines 
| of business and industry. 


| Purposes, advancement of technical 
| and other interests of controllers. 


| President, Oscar N. LINDAHL, Uni- 
versal Atlas Cement Company, New 
| York. 

| Eligibility Rules: Membership open 
only to controllers, and to assistant 
| controllers when sponsored by 
their chiefs. (In case of company 
which has no one with title of 
controller, the person performing 
the commonly accepted duties, and 
carrying the usual responsibilities, 
of a controller, becomes eligible.) 
Associate class open to educators 
and writers and to corporate off- 
cers of grade equal to or higher 
than that of controller. 


Branches in twenty-two cities: Bal- 
timore, Buffalo, Chicago, Cincin- 
nati, Cleveland, Connecticut, Day- 
ton, Detroit, District of Columbia, 
Indianapolis, Kansas City, Los 
Angeles, Milwaukee, New Eng- 
land, New York City, Philadel- 
phia, Pittsburgh, Rochester, St. 
Louis, San Francisco, Syracuse, 
Twin Cities (Minneapolis-St. Paul). 

Meetings: Annual, on national scale; 
monthly, in twenty-two cities. 

Publications: Year Books, monthly 
magazine, “The Controller,” spe- 
cial reports and pamphlets from 
time to time. 

Governed, by National Board of 
Directors of twenty-one members, 
which meets monthly (except 
July), and an Executive Commit- 
tee of five, which meets on call. 

Committees: Twelve standing and 
special committees which are con- 
stantly studying special problems 
of the controller and his work. 


| Address, One East Forty-second 
Street, New York, N. Y. 
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Procedure Followed by Westinghouse 
In Making Business Forecasts 


I am happy to have this opportunity 
to tell you what we are trying to do in 
forecasting business; more specifically, 
what we are doing to develop better 
forecasting methods. In doing some 
reading in preparation for this address, 
I came across a remark by an able Eng- 
lish statistician and economist, Dr. 
E. C. Snow, C.B.E., that seems appro- 
priate to the work we have been doing. 

There is considerable argument 
among statisticians and “‘pure’’ econo- 
mists as to the relative usefulness of 
economic theory on the one hand, and 
the laborious observations of statistical 
research on the other. Having an engi- 
neering background, I am disposed to 
favor the numerical approach, but at 
the same time can not see why hypoth- 
esis or theory and experimental veri- 
fication need be dealt with separately. 
In discussing this question Dr. Snow 
remarked :— 

“Even with advancing years I have 
never been able to get rid of the con- 
viction that an hour of arithmetic may 
be of greater utility in forming reliable 
impressions on economic affairs than 
twenty hours of talk.” 

I am sure this observation would be 
endorsed by this audience of account- 
ing officers. 


PESSIMISTS VERSUS OPTIMISTS 


Forecasting the future is still a mat- 
ter of experience, judgment, and some 
plain guessing. We have done nothing 
to change this situation. I am sure in- 
dividual temperament has a great deal 
to do with success in forecasting. Some 
of our executives are consistently pes- 
simistic; others lean as far to the opti- 
mistic side. 

A second and possibly greater influ- 
ence on the quality of forecasting by 
any group is the effect of the immedi- 
ately preceding trend of business. If we 
have just been through a period of pros- 
perous business, it is difficult for most 
of us to believe that business can decline 


By F. D. Newbury 


very much, even if it has already started 
to decline. On the other hand, after we 
have been disillusioned by a really seri- 
ous depression, we are skeptical about 
the prospects for another boom. Judged 
by the forecasting performance of 
Westinghouse executives, we were in 
an optimistic frame of mind from the 
summer of 1937, even to February, 
1938; and we have had the too-pessi- 
mistic attitude since the present upward 
cycle started in May, 1938 until very 
recently. I will illustrate this by two of 
our forecasting experiences. 

In February, 1938, of thirty-nine 
Westinghouse executives who were 
asked to forecast the dollar volume of 





_ larger business concerns 
do not depend to a great ex- 
tent on the forecasts of business 
made by organizations or individ- | 
uals who specialize in that field. | 
Instead, they make their own fore- | 
casts, employing economists to as- | 
sist, and paying heed to the opin- | 
ions of their executives. Control- | 
lers ave expected to assist in this 
work, and to have some know!- 
edge of economics. | 

The procedure followed by the | 
Westinghouse Electric & Manufac- 
turing Company in making com- 
paratively long-range forecasts is 
described in this article by MR. 
F. D. Newsury, economist of 
that company. He discusses also 
the use of business cycles in the 
making of forecasts, and gives a 
view of what may be expected in 
1940. 

The paper on which this article 
was based was delivered by Mr. 
Newbury before the New England 
Control of THE CONTROLLERS IN- 
STITUTE OF AMERICA on Novem- 
ber 21, at Boston. It is worthy of 
careful study. 


—THE EpIrTor. 
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Westinghouse new orders for the 
twelve months ending June 30, 1939 
—sixteen months in the future—only 
nine estimated on the low side. The 
average forecast of the entire group 
proved to be fourteen per cent. above 
the actual figure. This shows how long 
it takes the stimulant of a boom to 
wear off. 


OrpDERS RUN AHEAD OF FORECASTS 


Following the depressing influence 
of low volumes of Westinghouse or- 
ders throughout 1938, forecasts made 
by essentially the same group in No- 
vember, 1938, for the calendar year 
1939 were just about as much on the 
pessimistic side. Of forty-four fore- 
casts, only four were 200 millions or 
above. We expect actual orders will 
be 210 to 215 millions. The average 
of all these forecasts, made twelve 
months ago, was 181 millions—prob- 
ably 15 per cent. on the low side. 

It should be remembered, in justice 
to these forecasters, that the forecasts 
were made more than twelve months 
ahead—and under difficult conditions 
during a period of widely fluctuating 
business; and that the first of these 
group forecasts was made in May, 
1937. 


FORECASTING PROCEDURE 


These illustrations give a clue to the 
way Westinghouse forecasts of new or- 
ders are being made. Each quarter 
about fifty members of our major exec- 
utive group are asked for their fore- 
casts of total consolidated company or- 
ders for two or three twelve-month 
periods, the last period ending twelve 
to eighteen months in the future. For 
example, the latest forecast was made 
in October for twelve months ending 
December 31, 1939, for twelve months 
ending June 30, 1940, and for twelve 
months ending December 31, 1940. 

(Please turn to page 22) 
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Congratulations, “J. B.’’! Your de- 
partment’s faster and quieter and 


happier since you installed the new 


MODEL M 


CUSHIONED-TOUCH 















No need to tell you about advantages 
for which the Comptometer is re- 
nowned: high speed, Controlled-Key 
accuracy, adaptability, simplicity (in 
short, “Comptometer Economy’’). 

The strikingly handsome new 
Model M Comptometer combines 
all the fundamental Comptometer ad- 
vantages with a host of new features 
and worth-while improvements! 

Results: Increased figure-work sav- 
ings through increased efficiency. Every 
improvement made in this newest 


Comptometer arose from one con- 
sideration—to provide even greater 
speed, accuracy and economy in the 
handling of figure work. 

To learn how the new Model M 
Cushioned-Touch Comptometer can 
help you substantially reduce figure- 
work costs, telephone your local 
Comptometer office for a demonstra- 
tion (in your office, on your work). 

Or, if you prefer, write direct to 
Felt & Tarrant Mfg. Co., 1734 N. 
Paulina Street, Chicago, Illinois. 








NEW FEATURES OF THE 
MODEL M CUSHIONED-TOUCH 
COMPTOMETER 


For faster, easier operation: 
Lighter key-stroke 
Flexible keyboard 
One-hand subtraction 
Improved decimal pointers 


For greater quiet: 
Mechanism floated in rubber 
Scientific soundproofing 


For improved appearance: 
Cancelling lever built inside 
case 
New color and modern, sim- 
plified lines to harmonize 
with modern office interiors 


For minimized eye-strain: 
No-glare answer dials 


Larger, more legible answer 
numerals 


Restful grey-green color 
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Procedure Followed by Westinghouse 
(Continued from page 20) 

The official company forecast is the 
arithmetical average of these individ- 
ual forecasts. 

This may appear crude and unsci- 
entific; it is! But it has one obvious 
advantage. The official forecast is the 
forecast of the operating executives. If 
it is wrong, the group is to blame—no 
one else! From where I stand, this is a 
compelling advantage. 

The company, however, does not ac- 
cept this average forecast blindly; it is 
reviewed by a committee of four, 
headed by the president. In addition, 
each operating division manager and 
each subsidiary head makes a complete 
forecast of billings, expenses, and 
profit or loss, covering his own opera- 
tions. But unless this ‘Executives’ Fore- 
cast’’ of new orders is considered to be 
dangerously out of line, it is allowed 
to stand in order to preserve this ad- 
vantage of group responsibility. 

My own place in this picture, as 
economist, is to assist in the education 
—along forecasting lines—of these 
fifty executives. I am concerned with 
method, only. To this end we publish 
a monthly bulletin—The Westinghouse 
Forecasting Method—that is sent to the 
same executives who are asked for these 
quarterly forecasts. But this does not 
mean that there is an official or pre- 
scribed method—each man is free to 
use any method or no method, as he de- 
sires; and I have no doubt that the 
methods vary all the way from a two- 
minute guest to very careful and in- 
telligent forecasts. All that we hope to 
accomplish is that our work will be 
good enough to appeal to a majority of 
our forecasting executives and _ that, 
over the years, the quality of these 
forecasts will improve. We are looking 
for no magic, short-cut formula. 


Nort INTERESTED IN SHORTER 
FLUCTUATIONS 


We are interested mainly in fairly 
long forecasts—twelve to eighteen 
months in the future. A manufactur- 
ing business in the heavy-industry field 
requires this longer-term look-ahead, 
and does not need to pay so much at- 
tention to the shorter fluctuations. 
Other kinds of business may be com- 
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pelled to reverse this emphasis. I am 
told it is necessary in cotton spinning 
and converting to watch much shorter 
fluctuations; obviously, wholesale and 
retail trade is interested almost wholly 
in short movements. 

This emphasis on long movements is 
important because it has determined 
the kind of research work we have un- 
dertaken. 

For this longer-term forecasting we 
have been compelled to turn to a study 
of business cycles. I know of no other 
method for even attempting forecasts 
of more than a few months in the fu- 
ture; but in spite of this I almost feel 
that I should apologize for suggesting 
that this subject be treated seriously. 
The Royal Statistical Society of Lon- 
don held a meeting in April, 1938 at 
which the Society discussed the ques- 
tion “Is the Trade Cycle a Myth?”’. 
The verdict was against the defendant! 
Business cycles have been so discred- 
ited by superficial study and analysis, 
by popular over-simplification and im- 
proper use that, as I have said, one 
feels apologetic in bringing this topic 
into a serious discussion. But in spite 
of this, we have found the business 
cycle a good servant when it is treated 
properly. 

First suppose we clear away some of 
the misconceptions concerning business 
cycles and forecasting. 

It can not be said too emphatically 
that no serious student of business 
fluctuations believes there is a useful 
regularity in the business cycle over the 
whole period of record. There is no 
fixed length of cycle that can be pro- 
jected into the future, to tell us so 
easily the date of the next boom or 
the next depression. 


PARTIAL RELIANCE ON BUSINESS 
CYCLE 


But there have been fairly long pe- 
riods in American business when the 
fluctuations were quite uniform, so 
uniform, in fact, as to lead some busi- 
nessmen and economists to observe the 
regularity, and to become believers in 
the theory in its crudest form. 

There was such a period from 1907 
to 1929, during which there were seven 
complete cycles which averaged about 
three years and which could be readily 


observed in any of the charts of busi- 
ness. The only questionable irregular- 
ity occurred during the World War, 
and this was easily excused and passed 
over. 

Because of this succession of three 
or four-year cycles many business fore- 
casters, professional and amateur alike, 
predicted that the business decline that 
started in 1929 would be short-lived 
and would end in late 1930 or early 
1931; 1932 was to be a year of re- 
newed prosperity. These statements, 
that seem so surprising now, after the 
event, can be verified by reading the 
bulletins of many of the well-known 
business forecasting services. 

The fact that there had been former 
periods of irregular, long cycles, such as 
the four-year depression of 1893-1897, 
and the more obvious six year depres- 
sion of 1873-1879, was either over- 
looked or discounted by the prevailing 
new era philosophy. 

But the unexpected experience of 
those depressing years from 1930 to 
1935 completely destroyed this simple 
faith in the three-year cycle and, for 
the present business generation this ex- 
perience has discredited business cycle 
studies generally. 

Obviously, any attempt to raise the 
business cycle from its present low 
estate and to make it a useful forecast- 
ing tool must find some explanation 
for its erratic behavior that will give 
warning to the change from relatively 
short cycles of the three-year variety to 
the occasional long cycles, such as busi- 
ness experienced in the 1870's, the 
1890's, and more recently in the 
1930's. 


HISTORICAL COMPARISON 


Another simple forecasting method 
that misuses and oversimplifies the 
business cycle is one that uses straight 
historical comparison. Some past pe- 
riod is assumed to have the same causal 
conditions as the current period, and 
the future is forecast on the basis of 
the behavior of business following its 
chosen phototype. 

There is a good example of this 
method in a pamphlet “How Long 
Prosperity ?”” which was published in 
May, 1937 (just at the peak, you will 
notice, of the 1936-1937 prosperity) 

(Please turn to page 24) 
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LA SALLE 
EXTENSION UNIVERSITY 


A Correspondence Institution 


4101 So. Michigan Ave. 
CHICAGO 


For Controllers— 


. gf?” 


O wonder you find this a trying time. New governmental 
regulations; new taxes; frequent and puzzling reports to 
this, that and the other governing board; plus the added pressure 
of business conditions—have put very real burdens on the auditing 


and financial departments. 


Most of these problems seem likely to increase rather than 
diminish. So today more than ever you need—must have—the 
most efficient associates and subordinates. Men not only familiar 
with business and accounting—but competent to handle these new 


problems. 


Here’s How La Salle Can Help You— 


First, if you meed an expert man quickly—skilled in costs, 
auditing, systems, taxes, or any other special field—tell our Place- 
ment Department. That department can put you in touch with 
men we have already interviewed—and appraised. Without cost 


to you or to them, this saves much lost time and motion. 


Second, accelerate the progress of the man in your department 
who is “almost,” but not quite, ready for promotion. He may 
need more organized knowledge than he has now—greater fa- 
miliarity with suddenly changed requirements—a tighter grasp 
on recent trends—extra all-around competence. Having these, 


you would advance him without hesitation. 


Why not suggest to him that he get these qualifications through 
concise, practical, economical La Salle Accountancy training—or 
that part of it which best fits his needs? For the right man, you 
may even be glad to help defray its small cost, as an organiza- 
tion investment. And in a very short time, without interruption 
to his present work, he would be ready to lift some of the burden 
from you. 

Is there not a problem-answer for you in both these opportune 


suggestions ? 


Inquiries for further information, or for La Salle literature, 
will be acknowledged promptly. Kindly mention Dept. 
H-2, and use address given at left. 











Please mention THE CONTROLLER in communicating with advertisers 
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Procedure Followed by Westinghouse 
(Continued from page 22 

by a well-known mid-western banker 
and statesman. The periods he picked 
for comparison were probably as good 
as could have been found, but, as will 
be apparent, his prediction failed al- 
most completely. This pamphlet called 
attention to the marked similarity in 
industrial stock prices, pig iron pro- 
duction, and pig iron prices during 
three periods, each beginning with a 
major stock-price decline, the forerun- 
ner of a serious business depression. 
These periods were :— 

From September, 1873, to Septem- 

ber, 1890. 
From April, 1893, to April, 1910. 
From October, 1929, to the date 
of prediction. 


All three of these dates marked the 
beginnings of the long cycles that have 
been already mentioned during the 
1870’s, the 1890's, and the 1930’s. 

The course of stock-market prices 
had followed a somewhat similar pat- 
tern during the first two seventeen-year 
periods, and the course of prices during 
the first seven years of the current pe- 
riod had followed a sufficiently similar 
pattern to apparently justify this pre- 
diction. The banker had, as a matter 
of fact, used this similarity successfully 
in a previous prediction made Decem- 
ber 12, 1934, in which he forecast im- 
proving business from June or July, 
1935, throughout the following year 
(1936). 

Supported by these periods of appar- 
ently similar performance and _ this 
previous success, the following explicit 
predictions were made :— 


THE PREDICTION 


“I predict, therefore, barring wars or 
inflation of the currency :— 

“Ist, That a high-degree prosperity 
will maintain in this country into 1939. 

“2nd, That beginning in the latter 
part of the year October, 1938-Octo- 
ber, 1939, the tenth year from October 
29, 1929 to wit: in the summer or fall 
of 1939 there will be a stock-market 
collapse.” 

I need not stress the dangers inher- 
ent in this unqualified mechanical ex- 
tension of past experience. It is true 
there are striking similarities among 
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the three periods that were used; but 
there are also detail differences that 
should have warned against exact com- 
parison. 

Our Westinghouse studies have 
shown why these failures have occurred 
and have shown the way toward a more 
successful use of the business cycle as a 
forecasting help. 

This popular experience with busi- 
ness cycles in forecasting has been one 
of almost complete failure because the 
nature and structure of the business 
cycle has been misunderstood. The 
business cycle is not a simple, single 
frequency affair, as was assumed in 
these examples, but is the combination 
of several different component cycles, 
each with its own characteristic be- 
havior in amplitude and frequency. 

The business cycle, even after elim- 
inating secular trend (long-term 
growth) and seasonal fluctuations, is 
still a combination of several separate, 
component cycles. There are at least 
three of these separate cycles in heavy 
industry: a long 6 to 10-year cycle that 
we associate with capital expenditures; 
a 3 to 4-year cycle, usually dominant, 
as from 1907 to 1929, that we associate 
with current operation expenditures 
and major inventory fluctuations; and 
a short 6 to 12-month cycle that is the 
result of short inventory fluctuations, 
seasonal forces, and trade practices. 


COMPLEX BEHAVIOR 


This composite nature of the busi- 
ness cycles explains the complexity of 
its behavior. When the composite cycle 
has the three-year characteristic (as 
from 1907 to 1929) it is because the 
three-year component cycle is domi- 
nant; the leng cycle may be at high or 
low levels, but its year-to-year changes 
are small and are not apparent in the 
composite cycle. This is another way 
of saying that capital expenditures may 
be at a fairly uniform, high level (as 
in 1923-1927) or at a fairly uniform, 
low level (as in 1932-1939). When 
there are long depressions it is because 
the long, capital-investment component 
cycle is most important and is declin- 
ing from a high to a low level. 

In spite of wide-spread opinion to 
the contrary there has been no funda- 
mental change in character between the 
business cycle of the 1920’s and the 


business cycle of the 1930's. The ap- 
parent change from mild, short cycles, 
as from 1923 to 1929; to the long, 
deep cycle from 1929 to 1937; and to 
the still shorter, sharper, and more 
violent cycles from 1933 to the present 
time has been caused by the different 
relative proportions of these three 
kinds of ingredient cycles, that are 
always present in some degree. 

Any adequate appraisal of the pros- 
pects of heavy industry requires con- 
sideration of all three movements. I 
can mention only two other factors 
that are important to all kinds of busi- 
ness: the long building cycle and the 
volume of Federal deficit spending. 

Another fact we have found impor- 
tant is that there are different lengths 
of dominant component cycles in dif- 
ferent industries. I will point out three 
of major importance :— 

1—The long residential building 

cycle ; 

2—The_ heavy-industry cycle, al- 

ready described ; and 

3—The shorter, non-durable goods 

cycle (such as cotton textiles). 


The residential building cycle has a 
dominant component of fifteen to 
twenty years in length. There is also 
a three-year component cycle reflected 
from general business. The recent top 
of this long cycle was in 1925-1926; 
the recent bottom was in 1933-1934. 
We are, possibly, midway along the 
upward movement of this cycle, and it 
is reasonable to expect, on the basis of 
this past experience, that this uptrend 
in residential building will continue 
for another four or five years. 

The heavy-industry cycle usually has 
a dominant component cycle of about 
three years (forty months to use a 
more accurate average); occasionally 
the dominant component is the six to 
ten-year cycle. 

The non-durable goods cycle has its 
own characteristic component cycle of 
about two years. 


Must Stupy INDUSTRY CYCLES 
SEPARATELY 


The implications of these facts are 
important :—If we expect to learn any- 
thing of business-cycle behavior that 
can be applied to practical forecasting, 
we should study these industry cycles 
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separately. We can not mix them to- 
gether as is done in most of the in- 
dexes of general business, such as the 
Federal Reserve Index, New York 
Times Index, and many others. 

We should also break down the 
composite cycle of each industry into 
its separate component cycles and study 
each of these components as a separate 
problem. 

Among non-durable goods cycles, 
the cotton-consumption cycle is typical 
and may be of special interest to this 
New England group. 

The cotton-consumption cycle has 
three major components longer than 
twelve months. These are the domi- 
nant twenty-three-month component, a 
forty-month component, and a long 
component that, for the limited period 
for which figures are available, aver- 
ages ten years. The peaks of this long 
component came in 1917, 1927, and 
1937. In this industry and because of 
the long component, consumption of 
cotton at the mill was greater in 1927 
than in 1929, and greater in 1937 than 
in both of these previous years. 

The principal point to which I wish 
to call your attention is the interesting 
interaction or combination of the twen- 
ty-three and the forty-month compo- 
nent cycles. 

It is well known in the textile in- 
dustry that there is a two-year cycle, 
but also that this regular succession of 
good and poor years can not be 
counted on. There were poor years, 
quite regularly in 1928, 1930, 1932, 
1934—all the even years—but the cor- 
responding reaction, that was looked 
for in 1936, did not appear. Cotton 
consumption increased from the low 
of 1934 to the high of 1937 without 
any break in the rising twelve-month 
average curve. 

The answer is simple if we remem- 
ber that there are forty-month and ten- 
year component cycles in addition to 
the more obvious and important twen- 
ty-three-month cycle. 

The intervening even-year decline 
of the twenty-three-month cycle did 
not occur in 1936 because of strong 
upswings in both the forty-month and 
the ten-year components in that year. 

These conflicting movements of the 
component cycles of cotton consump- 
tion are important at the present time. 
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COTTON CONSUMPTION PEAK LATE 
IN 1940 


There was a low cyclical downswing 
in cotton consumption that ended in 
the spring of 1938. During the bal- 
ance of 1938, both twenty-three-month 
and forty-month component cycles 
were in their upward phases, and 
there was a strong recovery. During 
all of 1939 the forty-month cycle con- 
tinued up, but the twenty-three-month 
cycle was moving down. The long ten- 
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year cycle was also moving down from 
its 1937 peak. In consequence the 
1938-1939 peak has been only mod- 
erately high. In 1940 it is reasonable 
to expect that the rising twenty-three- 
month cycle will outweigh the falling 
forty-month component, based on av- 
erage experience, and there will be an- 
other moderate peak in the second half 
of 1940. This is at a time, it may be 
noted, when heavy industry is ex- 
pected to decline. 


Which deYOU cheese... 





.. the lowest cost PAPER 





.. or the lowest cost WORK? 


A trifle saved by using ledger paper not good enough for the 
purpose is truly “paper profit’. For the slight gain often 
means a serious loss of the smooth, efficient, accurate per- 
formance essential for low cost account and record keeping. 


WAVERLY LEDGER, a Weston Paper, is made especially 
for hard working and important accounting forms and rec- 
ords. It has the strength and durability of 85% rag content 
combined with a perfectly finished surface that keeps records 
neat, legible and in excellent condition. 


Put your next order of forms on WAVERLY LEDGER. You'll 
soon be an ardent WAVERLY booster. 





WESTON’S PAPERS 
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I wish to emphasize that this state- 
ment has the nature of a reasonable ex- 
pectation only, and not that of an un- 
qualified prediction. I am not sufh- 
ciently familiar with the practical de- 
tails of cotton textiles to hazard a pre- 
diction. 

These examples and observations 
concerning business cycles in forecast- 
ing may be brought together and or- 
ganized by a more generalized state- 
ment of the nature of business fore- 
casts. 


THREE PARTS OF BUSINESS FORECAST 


A business forecast may be said to 
have three parts or to cover three dif- 
ferent areas :— 

First, there is a foundation of 
reasonable expectation, based on an 
adequate analysis of past experience. 
This is the function of business-cycle 
analysis, as I have tried to present it; 
in the recent past this part of a com- 
pletely-rounded forecast has been gen- 
erally lacking. 

Second, there is a superstructure 
built of experience and detailed knowl- 
edge of the industry in question, and 
of industry generally. This part in- 
cludes the consideration of any new 
elements of the current or future situa- 
tion that might change the ‘‘reasonable 
expectation” of Part One. The Euro- 
pean war is an obvious example. 

Third, every forecast trespasses on 
the unknown and the unpredictable. 
This element of the forecast should al- 
ways be remembered and admitted. 

Many of the forecasts I have 
watched during the past three years are 
strong in the second area, and weak in, 
or entirely free of, the first. They are 
all superstructure, with no foundation. 
Many of them have fallen down. 

By the same analogy—no forecast 
should stop at the foundation of busi- 
ness-cycle analysis, without the super- 
structure of specific industry experi- 
ence and judgment. 

But if it should be necessary to leave 
out either foundation or superstruc- 
ture, my observation leads to a prefer- 
ence for the foundation, particularly 
for these longer-term forecasts. 

I shall conclude this address with 
an application of these ideas and meth- 
ods to an estimate of our current busi- 
ness situation and the prospects for 
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1940. While I am presenting this pic- 
ture I hope you will keep in mind the 
three-fold nature of a business fore- 
cast, and remember particularly that 
there is a large area of the unknown 
and the unpredictable. Let this be my 
one ample “escape clause.” 

If this forecast is to be reasonably 
definite, it should cover only one ma- 
jor industry. It will concern heavy in- 
dustrial production as typified by steel 
ingot production. 

As everyone knows, steel produc- 
tion has been at near-capacity levels 
for the past six or seven weeks. 


Expects DECLINE IN STEEL 
PRODUCTION 


This current, short six-twelve month 
movement started its rise from a bot- 
tom last May and is now approaching 
a peak; the reasonable expectation is 
for a decline to begin in December and 
continue for two or three months. The 
extent of the decline will depend on 
how much current production is ex- 
ceeding current consumption and the 
consequent amount of correction re- 
quired to bring production and inven- 
tories in line with consumption. This 
short decline is not expected to be 
serious and by that I mean a minimum 
operating rate of not less than 70 or 
75 per cent. of ingot capacity. 

The current forty-month component 
cycle has been in its rising phase since 
the spring of 1938—about eighteen 
months. This is about the average 
length of such movements, and we can 
expect this cycle to reach its peak in 
the near future. This is expected 
within the next six months. It is pos- 
sible, though not certain, that the high 
rate of activity this fall may exceed the 
expected high activity of next spring. 
The exact time of this expected peak 
is not important because next spring’s 
activity may be expected to reach near- 
capacity levels, even if it does not ex- 
ceed current activity. 

Contrary to much loosely-expressed 
opinion, inventories in neither fin- 
ished-consumer goods nor manufactur- 
ing inventories of durable goods in- 
dustries are dangerously high at this 
date, according to the best informa- 
tion I can get. We have yet to experi- 
ence the very rapid rise in inventories 
that usually comes at and beyond the 


crest of these forty-month cycles, as 
during all of 1937. The long six to 
ten-year capital expenditure compo- 
nent cycle had peaks in 1929 and again 
in 1936-1937. Currently, we believe 
the low point has been passed, but 
capital expenditure will not be an im- 
portant factor either way in 1940. This 
is why it is safe to use the forty-month 
component cycle as the dominant cycle 
for 1940 forecasts. 

This observation concerning the 
status of the long component cycle il- 
lustrates the usefulness of this tech- 
nique of separate consideration. Know- 
ing the current position of this cycle 
and its slow-moving habit, one does 
not fall into the error of expecting 
that, within a few months, new capital 
expenditures can become a dominat- 
ing factor in the business situation. 
Even in the 1920's, the period of most 
rapid increase of this component, it re- 
quired nearly eight years for it to 
reach its 1929 peak from the low of 
1921. 


DEPENDS ON POLITICAL 
DEVELOPMENTS 


Whether this capital investment 
cycle becomes an important favorable 
factor over the next few years may de- 
pend to a considerable extent on do- 
mestic political developments during 
the next twelve months. 

The business peak that we look for 
next spring and early summer will, ac- 
cording to past experience, be fol- 
lowed by a major decline lasting twelve 
to eighteen months. This decline 
should not be nearly as steep nor as 
large as the corresponding cyclical de- 
cline in 1937. Two fairly certain 
reasons for this are the higher level of 
total construction contracts and a 
higher level of federal deficit expendi- 
tures compared with 1937. The de- 
cline may also be softened by increased 
long-term capital expenditures and by 
increased export business, if the situa- 
tion develops favorably in these direc- 
tions. 

The year as a whole may be ex- 
pected to be 10 to 15 per cent. better 
than 1939. In steel ingot production 
this means a production of 50 to 53 
million tons, compared with 45 mil- 
lion tons in the current year, and 50 
million tons in 1937. 
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REVIEWS of Recent Business Publications 


BOND INVESTMENT POLICIES FOR 
BANKS, Proceedings of the First Annual 
Michigan Bankers Association Study Con- 
ference, December, 1938, published by the 
University of Michigan School of Business 
Research. 34-page pamphlet. $1. 

A bond problem—the real problem— 
would exist no matter what the level of in- 
terest rates were, how many bonds were on 
the market, or what regulations the su- 
pervisory authorities promulgated. This real 
problem is for the banker through his own 
efforts to achieve the proper balance of 
safety, income and liquidity among the prin- 
cipal types of earning assets in the light of 
conditions peculiar to commercial banking. 
In 1918 about 80 per cent. of earning as- 
sets were in loans and discounts and only 
about 20 per cent. in bonds. By 1937 only 
about 34 per cent. was left in loans and dis- 
counts and 66 per cent. was in bonds. Con- 
trary to popular belief the shift was a 
gradual process extending over the entire 
twenty years and not a mere phenomenon of 
the depression likely to correct itself. Mr. 
L. R. Lunden, from whom this is quoted, in- 
clined to the theory that the shift is due to 
certain structural changes in business or- 
ganization rather than to the temporary 
cessation of borrowing by business men dur- 
ing the depression. It is conceivable, but 
improbable, that the trend may be reversed. 
Consequently the bond problem promises 
to be relatively permanent. Among factors 
to be considered are (1) size of the issue; 
(2) stability of borrower’s business; (3) 
security for the issue; (4) availability of 
information on borrower; (5) maturity of 
issue; (6) degree of seasoning; (7) pur- 
pose issue is to serve; (8) familiarity of 
banker with issue; (9) quality of issue; 
(10) method of appraisal; and (11) su- 
pervision after purchase. 

Mr. James H. Clark outlines five prin- 
ciples (1) that no purchases should be 
made except purely to buy income, (2) that 
the securities should be safe, (3) that they 
should be liquid, (4) that they should not 
be subject to wide fluctuations in market 
price, and (5) that they should fit into the 
general plan of diversifying the assets of a 
bank. 

Mr. R. L. Armstrong suggested that in- 
vesting would be a pleasure and not a 
source of worry and losses if bankers could 
only learn to control their emotions, but so 
long as men are human there will be a 
conflict between emotion and reason. It is 
unfortunate psychology that lays a founda- 
tion for disastrous bond results. 

Mr. Murray Shields contributed an an- 
alytical study on The Outlook for Interest 
Rates. His statistics suggest that the supply 
of funds available for employment by banks 
is a more important factor than the demand 
for credit in determining the level of and 
fluctuations in short-term interest rates. In 
other countries as well as our own interest 


rates tend, in general, to respond in the 
same way to a rise or decline in bank re- 
serves. In appraising the future of short- 
term interest rates the outlook for excess 
reserves is, therefore, of considerable im- 
portance. No increase in short-term inter- 
est rates is foreseen in the near future. This 
will necessarily act as a depressant on long- 
term interest rates. In the past, long-term 
rates have advanced sharply and_ substan- 
tially only when short-term rates were 
higher than long-term rates, when short- 
term rates were rising, or when the bank 
reserve position was under severe pressure. 
On the other hand, there are potential 
sources of weakness in the financial struc- 
ture which may become effective at any time 
in the future and the basis for forecasting 
whether or not they will do so does not ap- 
pear to exist. Thus short-term rates are 
likely to remain low for a considerable time 
while the outlook for long-term interest 
rates is uncertain. 
Reviewed by E. STEWART FREEMAN. 


FACTORS BEARING ON 
BUSINESS IN 1940 

As he has done in recent years, Mr. 
Edmond S. LaRose, controller of 
Bausch & Lomb Optical Company, 
Rochester, N. Y., has prepared a fore- 
cast which presents a fairly complete 
survey of the business picture for the 
new year. The industrial production 
forecast predicts that general business 
in 1940, as represented by the Annalist 


Index of Business Activity, will range 
between 92 and 112 per cent. This in- 
dicates an improvement of 9 points 
over the probable average of 95 in 1939, 
or 9.5 per cent. during the coming year. 
The Institute acknowledges with pleas- 
ure the copy of the company’s “Fore- 
cast of General Business for 1940” 
which it has received through the cour- 
tesy of Mr. LaRose. 


ADDITIONAL SOCIAL SECURITY 
BENEFITS AVAILABLE 

Steps are being taken by the Social 
Security Board to contact 528,575 ac- 
count holders who may be eligible to 
retirement benefits in 1940, and to in- 
form them of their rights under the 
amended law, John Corson, director of 
the Bureau of Old-Age and Survivors 
Insurance, announced recently. 

“Data is currently being prepared to 
inform three groups of their eligibility 
under the retirement provisions,” said 
Mr. Corson. 

“First are those who have received 
lump-sum payments under the original 
Social Security Act. A total of 178,575 
persons received $9,930,751.83 in such 
payments up to August 10, 1939, when 

(Please turn to page 28) 








Announcement 


of a course in 


PRACTICAL 
BUDGET | 
PROCEDURE | 


to be given by 
JOHN H.MacDONALD | 


Budget Officer, National Broadcasting iI 
Co., Author, “Practical Budget Proced- ||| 
ure”, Member, Controllers Institute of iH) 
America ih 


on 
TUESDAY EVENINGS 
8:15 to 9:55 


starting 
January 30, 1940 





HERE IS AN OPPORTUNITY FOR 
you—or your assistant who is 
in charge of budgets—to “’sit 
in’’ on a series of organized 
discussions on practical bud- 
get procedures and methods 
designed to supply definite 
and concrete answers to the 
practical question of ‘’Who 
does what and how?” 


Write or ’phone for De- 
scriptive Catalog and Com- 
plimentary Pass to open- 
ing session. 


New York BUSINESS INSTITUTE 


An Institution of Higher Education 
Accredited by State Education Dept. 


5C West 63rd St. (Y.M.C.A.) New York, N. Y. 


SUsquehanna 7-4400 
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REGULAR MEETING DATES AND SECRETARIES 
OF CONTROLS 


Members of The Controllers Institute of America, when traveling, are 
invited to visit the Controls located in the principal cities, when convenient. 
Some variations in meeting dates may occur. Consult the Control secretary 
for exact information as to both date and place. 


BALTIMORE—Third Wednesday; Mr. M. C. Roop, The Davison Chemical Corpo- 
ration, 20 Hopkins Place, Baltimore, Maryland. 

BuFFALO—First Tuesday; Mr. A. Norman Graf, Ontario Biscuit Company, Buf- 
falo, New York. 

CuIcAGo—Third Tuesday; Mr. Deane S. Hazen, Benjamin Electric Manufacturing 
Company, Des Plaines, Illinois. 

CINCINNATI—Second Tuesday; Mr. M. W. Griesbaum, The A. Nash Company, 
1916 Elm Street, Cincinnati, Ohio. 

CLEVELAND—Second Tuesday; Mr. James P. Carpenter, The Cleveland Union 
Stock Yards Company, 3200 West 65th Sireet, Cleveland, Ohio. 

CoNNECTICUT—First Wednesday; Mr. Harry F. Jopp, Dictaphone Corporation, 
375 Howard Avenue, Bridgeport, Connecticut. 

— Thursday; Mr. E. F. Campbell, Fyr-Fyter Company, Dayton, 
Ohio. 

Detroit—Second Wednesday; Mr. Alvin Kropf, R. L. Polk & Company, 431 How- 
ard Street, Detroit, Michigan. 

District oF CoLuMBIA—Fourth Tuesday; Ralph E. Heitmuller, Acacia Mutual 
Life Insurance Company, 51 Louisiana Avenue, N. W., Washington, D. C. 

INDIANAPOLIS—Fourth Wednesday; Mr. Edward J. Dowd, Schwitzer-Cummins 
Company, 1125 Massachusetts Avenue, Indianapolis, Indiana. 

Kansas City—Second Monday; Mr. Oscar D. Nelson, Butler Manufacturing Com- 
pany, 13th and Eastern Avenue, Kansas City, Missouri. 

Los ANGELES—Third Thursday; Mr. Homer E. Ludwick, Firestone Tire & Rub- 
ber Company, 2525 Firestone Boulevard, Los Angeles, California. 

MILWAUKEE—Second Tuesday; Mr. Alvin R. Cord, Froedert Grain & Malting 
Company, Inc., South 38th & West Grant Streets, Milwaukee, Wisconsin. 

New ENGLAND—Third Tuesday; Mr. John S. Learoyd, Jr., Hygrade Sylvania 
Corporation, Salem, Massachusetts. 

New York City—Third Thursday; Mr. A. E. Church, Newsweek, 1270 Sixth 
Avenue, New York, N. Y. 

PHILADELPHIA—First Thursday; Mr. Thomas L. Evans, N. Snellenburg & Com- 
pany, Inc., 11th, 12th & Market Streets, Philadelphia, Pennsylvania. 

PITTsBURGH—Last Monday; Mr. R. Earl Gray, Koppers United Company, 608 
Koppers Building, Pittsburgh, Pennsylvania. 

ROCHESTER—Last Wednesday; Mr. Thomas M. McDermott, Hickok Manufactur- 
ing Company, Inc., 850 St. Paul Street, Rochester, New York. 

St. Louis—Fourth Monday; George A. Ober, Corneli Seed Company, 101 Chou- 
teau Avenue, St. Louis, Missouri. 

SAN FrANcisco—Third Thursday; C. Theodore Plummer, Marchant Calculating 
Machine Company, 1475 Powell Street, Oakland, California. 

SyRACUSE—Third Monday; Mr. Francis E. Doonan, Hall & McChesney, Inc., 
Syracuse, New York. 

Twin Citres—First Tuesday; Mr. C. W. Perrine, Minnesota Amusement Com- 
pany, 17 North Sixth Street, Minneapolis, Minnesota. 


Some Controls also conduct informal luncheons on a weekly or semi-monthly basis 
—New York, Pittsburgh, District of Columbia, Dayton. Consult the Control Secre- 
tary. Visiting members welcome. 








Social Security Benefits 
(Continued from page 27) 
the act was amended and lump-sum 
payments ceased. 

“Many in this group will be eligible 
for monthly benefits beginning in Jan- 
uary, 1940. Letters have been sent to 
all such beneficiaries informing them 


of the changes in the act and of their 
possible rights as a result of the amend- 
ments. These are people who expected 
no further benefits and to whom the 
monthly benefits will come as a wind- 
fall. 

“They must, however, show six 
quarters of covered employment to es- 


tablish their claim. They must make 
formal application, and the future 
monthly payments will be in lieu of 
the lump-sum payment they have previ- 
ously received. Monthly payments will 
not begin until the amount of that 
lump sum has been deducted.”’ 

Illustrating this deduction of earlier 
lump-sum payments, Mr. Corson cited 
the case of a worker who had received 
a lump-sum payment of $125 ten 
months ago when he attained the age 
of 65. If he and his family apply for 
1940 benefits and are entitled to $50 
each month, they would receive no 
check for January, no check for Febru- 
ary, only $25 for March, and there- 
after they would receive the full $50 
each month. The $125 would be de- 
ducted under the law to cover the pre- 
vious $125 lump-sum payment. 

“The second group now being con- 
tacted by the Bureau are account hold- 
ers who have reached the age of 65 in 
1937, 1938, or 1939, but who have 
never filed claims for benefits. This 
group numbers about 175,000 persons. 
Eligible workers and dependents in 
this group will also be entitled to 
monthly benefits immediately upon 
their retirement. 

“The third group are those who will 
reach the age of 65 in the year 1940 
and who will become eligibe for bene- 
fits immediately upon their retirement. 
This group also numbers approxi- 
mately 175,000, bringing the total for 
whom claims data 1s now being pre- 
pared to 528,575.” 

To facilitate the job of informing 
these latter two groups, photostatic re- 
productions of the complete wage rec- 
ords of eligible workers, as reported 
by their employers, and of their orig- 
inal applications for social-security ac- 
counts, have been prepared. The more 
than 400 field offices of the Social 
Security Board have received these rec- 
ords for workers who have already 
attained age 65; the records for those 
workers who will attain age 65 in 
1940 will be mailed at monthly in- 
tervals during 1940. 

Insured workers who live near field 
offices will then receive letters request- 
ing them to call at such offices to re- 
view their accounts and to learn what 
steps they should take to assure them- 
selves maximum benefits. 
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Profit Plans 
(Continued from page 14) 
tion contribution credited to his ac- 
count, with interest. 

8. Dismissal of employees—protec- 
tive features to prevent easy or arbitrary 
dismissal of employees. 

9. Integrity of fund—independent 
of the credit, solvency, or permanency 
of the corporation. 

10. Life insurance—coverage during 
the first six or seven years of member- 
ship, the death benefit decreasing each 
year as credits in the fund increase. 

11. Health and accident insurance 
—it is suggested that the expense for 
this coverage should be borne by the 
corporation. 

12. Administration and human te- 
lations program—administration of the 
employee-relations program by consci- 
entious, friendly, and sympathetic exec- 
utives. 

13. Unemployment insurance—a por- 
tion of funds to be disbursed in case 
of unemployment emergency, to insure 
a member-employee a livable wage 
during periods of layoff. 

14. Old age security—the amount 
credited to an employee to be paid him 


The Controller, January, 1940 


upon retirement of total disability, 
either as a lump sum or in annuity in- 
stallments. 


TAX INCENTIVES 


The special committee favors fur- 
nishing incentive for the adoption of 
profit sharing plans through certain ex- 
emptions from taxation. Employers 
consulted were three to one in favor 
of such exemptions, and the majority 
said that they would adopt profit shar- 
ing plans if such exemptions were 
available. It was felt that such ex- 
emptions would remove the competi- 
tive disadvantage which exists between 
liberal minded companies which have 
profit sharing for their employees and 
those which do not. About the only 
compensating factor at present is that 
such profit sharing payments made to 
employees are deductible from taxable 
income. 

It was felt that any extra expenses 
involved in wage guarantees should be 
at least partly exempt from the present 
unemployment taxes through some sys- 
tem of merit rating. 

Since some lump sum retirement 
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funds when received amount to three 
times the amount actually contributed 
by the employee due to company con- 
tributions and interest accruals, this 
added amount should not be subject to 
tax when received by the employee as 
a retirement fund. At present the tax 
would amount to 31% on a $50,000 
amount, to which the employee had 
contributed only $15,000. Alternative 
suggestions have been made to pay this 
profit sharing to the employee annually 
in the form of non-transferable certifi- 
cates, cashable only on death or separa- 
tion, or to have the retirement fund in- 
vested in special Government notes, 
the current income on which would be 
non-taxable, and which would be tax 
exempt when distributed to the em- 
ployee on retirement. 

Another form of tax exemption sug- 
gested was an allowance for any 
amount reserved from current earnings 
for plant additions to be made within 
two years thereafter, in that this reserve 
from current earnings would be exempt 
from the 2.5% differential on undis- 
tributed income (now eliminated), and 
subject to a further 2.5% reduction in 
Federal income taxes. 
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NEW MEMBERS ELECTED 


At a meeting of the Executive Commit- 
tee of The Controllers Institute of America, 
held December 27, 1939, the applicants 
named below were elected to active mem- 
bership in The Institute: 

FRED P. AUSTIN, JR. 
Brown & Sharpe Manufacturing Com- 
pany, Providence, Rhode Island. 

FRANK J. BISCHOFF 
Consolidated Edison Company of New 
York, Inc., New York City. 

THEODORE E. BRUNING 

Oxford Paper Company, New York City. 
HERSCHEL L. BURROUGH 

Great Lakes Dredge & Dock Company, 

Chicago. 

THEODORE L. CHAMPEAU 

Hartford-Empire Company, Hartford, Con- 

necticut. 

WILLIAM W. Crapo 

Huron Portland Cement Company, De- 

troit. 

Witsur G. DICKSON 

Hamilton Manufacturing Company, Two 
Rivers, Wisconsin. 

EaRL O. DUNLAP 
Metropolitan Life Insurance Company, 
New York City. 

LEROY DRAKE 
Dr. P. Phillips Company, Inc., Orlando, 
Florida. 

JAMES FLEMING 
United States Steel Corporation, New 
York City. 

HERMAN R. GINSBURG 
Crown Cork International Corporation, 
Jersey City. 

J. D. Grayson 
Bellows & Company, Inc., 
City. 

Aucust D. GROTE 

Illinois Bell Telephone Company, Chi- 

cago. 

ERLING J. HocKsTAD 

Fruehauf Trailer Company, Detroit. 
GEorGE L. Horst 

Central Greyhound Lines, Inc., Cleveland. 
WILLIAM F. JOYCE 

Chicago Athletic Association, Chicago. 
GeorGE D. KASTEN 

Mills Novelty Company, Chicago. 
Davip KRELL 

Thomson & McKinnon, New York City. 
JOHN A. LANE 

Armour and Company, Chicago. 

G. W. LisHAWA 

Master Tire & Rubber Corporation, Find- 

lay, Ohio. 
WiLiiAMs M. Lyons 

Rock of Ages Corporation, Barre, Ver- 

mont. 


New York 


F. H. MAaG 
The H. K. Ferguson Company, Cleve- 
land. 


PETER H. May 
Maryland Casualty Company, Baltimore, 
Maryland. 

JAMES J. MCAULEY 
The Kroger Grocery & Baking Company, 
Cincinnati. 


WILLIAM L. MEYER 
Gaylord Container Corporation, St. Louis. 


W. C. MILLER 
Industrial Rayon Corporation, Cleveland. 


JOHN H. Moore 
Marshall-Wells Company, Duluth, Min- 
nesota. 


E. V. Morava 
Mills Automatic Merchandising Corpora- 
tion, Long Island City, New York. 
FRANK B. MorRGAN 


Title Guarantee and Trust Company, 
New York City. 


C. J. MULHOLLAND 
Central Ohio Light & Power Company, 
Findlay, Ohio. 


FOSTER OLDSHUE 
Railroadmen’s Federal Savings and Loan 
Association, Indianapolis. 


DWIGHT ORR 
Weyerhaeuser Timber Company, Tacoma, 
Washington. 


ALAN E. PHIN 
The Babcock & Wilcox Company, New 
York City. 


ROBERT J. REGAN 
Union Stock Yards Company of Omaha 
(Limited), South Omaha, Nebraska. 


WILLIAM H. S. ROGERS 
American Optical Company, Southbridge, 
Massachusetts. 


CHARLES L. SNYDER 
Pittsburgh Coal Company, Pittsburgh. 


Personal Notes 


Mr. Cecil W. Borton, a member of the 
New York City Control of The Institute, 
has been appointed assistant vice president 
of the Irving Trust Company. He was for- 
merly auditor of the bank. 


Mr. William H. Yates, a member of The 
Controllers Institute of America, was ap- 
pointed controller of the United Wall Pa- 
per Factories, Inc., Chicago, on October 1, 
1939. Mr. Yates was formerly controller 
of Lady Esther, Ltd., Evanston, Illinois. On 
December 15, 1939, Mr. Yates was also 
elected a director of the Wahl Company, 
Chicago. He has been a member of The 
Controllers Institute of America since No- 
vember 26, 1937. 
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MEETINGS OF CONTROLS 


Controllers In Toledo and 
Vicinity Meet 

A Control, a branch of the Controllers 
Institute of America, is assured in Toledo, 
Ohio, in the near future. On Tuesday 
evening, December 12, several controllers 
of the larger corporations in and near 
Toledo met at the Toledo Club and 
agreed that a local division of The Con- 
trollers Institute of America was desired, 
and took initial steps for the organization 
of a control. It was decided to file a 
petition for a charter at the earliest op- 
portunity. The signatures of ten members 
are the minimum requirement for a peti- 
tion for a charter to organize a Control. 
It is expected that the petition from 
Toledo will be presented soon to the 
Board of Directors of The Institute, and 
that an organization meeting of the Con- 
trol can be held within a month or two. 
The activities of the organization commit- 
tee are in the hands of Mr. E. J. Komarek, 
Kobacker Stores, Inc., chairman; and Mr. 
J. B. Fenner, The Electric Auto-Lite 
Company, secretary. 


Twin Cities: 
Topic: Christmas Party 


Instead of the regular monthly meeting, 
the Twin Cities Control held a Christmas 
party with Rome Sexton, Minneapolis 
Brewing Company, as host. The Enter- 
tainment Committee arranged for a song 
fest. So much fun was enjoyed at the 
party a year ago that it was decided this 
year that each member and guest would 
bring a novelty gift. There was card play- 
ing and other forms of entertainment 
later in the eventing. 


Buffalo: 
Topic: “Budgets” 
Two members of the Buffalo Control 
led a discussion on “Budgets” at the 
monthly meeting of the Control which 
was held on December 5 at the Buffalo 
Athletic Club. The discussion leaders 
were Mr. Arthur Batts of the Carborun- 
dum Company, Niagara Falls, N. Y. and 
Mr. Ben Black of William Hengerer 
Company, Buffalo, N. Y. 


Chicago: 
Annual Christmas Celebration 


The annual Christmas celebration of 
the Chicago Control has become estab- 
lished an outstanding event in the activ- 
ities of the Control. It was held Decem- 
ber 19 at the Fred Harvey Embassy Room, 
with an exceptionally large attendance. 
Individual tables for parties of four or 
six were made available to members and 
their guests. The meeting this year met 
all expectations and became again the 
highlight of the season with respect to 
number present and good fellowship. 
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INSTITUTE ACTIVITIES 








Cincinnati: 
Topic: ‘Business Outlook for 
America” 


The president of the Fifth Third Union 
Trust Company, Mr. John J. Rowe, ad- 
dressed the members of the Cincinnati 
Control at its monthly meeting on Decem- 
ber 12 at Hotel Alms. His subject was 
“Business Outlook for America’. This 
meeting was an outstanding event and 
was well attended by members and guests, 
the attendance being the largest on record 
for the Cincinnati Control. The speaker 
supported his opinion of what the future 
holds for American business with statistics 
on past economic cycles, in which keen 
interest was manifested by all present. 


Cleveland: 
Topic: “Personnel Problems of the 
Controller” 


The regular monthly meeting of the 
Cleveland Control was held on December 
12 at Hotel Cleveland. The Program 
Committee had announced that there 
would be a discussion of ‘Personnel 
Problems of the Controller’, under the 
leadership of President L. D. McDonald, 
Warner & Swasey Company. He was as- 
sisted by Messrs. A. A. Denison, The 
Cleveland Trust Company, and M. W. 
Thernes, Ohio Public Service Company. 
Members had been urged to prepare some 
questions on difficult subjects for these ex- 
perts. The subject proved to be most in- 
teresting and the discussion was lively. 


Connecticut: 
Topic: “Profit Sharing” 
A round-table discussion was held by 
the Connecticut Control at its monthly 
meeting on December 6 at the University 
Club, Bridgeport, Conn. The subject was 
“Profit Sharing” and the discussion leader 
was the president of the Control, Mr. 
L. M. Nichols, of General Electric Supply 
Corporation, Bridgeport, Conn. 


Dayton: 
Topic: ‘Financial Statements for 
Stockholders and Employees” 

Mr. E. F. Campbell, controller of the 
Fyr Fyter Company, and secretary of the 
local Control, led a round-table discus- 
sion at the monthly meeting of the Day- 
ton Control on December 14 at the Van 
Cleve Hotel. The subject was ‘Financial 
Statements for Stockholders and Em- 
ployees”’. 


Detroit: 
Topic: Joint Meeting 
On December 14 at the Detroit Leland 
Hotel, the Detroit Control held a joint 
meeting with the Michigan Association of 
Public Accountants. The Controllers In- 
stitute of America was represented by Mr. 
John A. Donaldson, Montgomery Ward 
& Company, president of the Chicago 
Control. He was one of the principal 


speakers, and the subject assigned to him 
was “Internal Auditing Control”. Guests 
were welcome and there was a large at- 
tendance of members of the Control. 


District of Columbia: 
Topic: “Public Utility Accounting” 
The monthly meeting of the District of 
Columbia Control was held on December 
26 at the Carlton Hotel. A director of the 
Control, Mr. O. H. Ritenour, Washing- 
ton Gas Light Company, addressed the 
members on “Public Utility Accounting”’. 
He is well known throughout the indus- 
try for his outstanding contributions in 
connection with utility accounting work. 
His address covered the field of punch 
card procedure as applied to the general 
and property record accounting of his 
company. This was a real opportunity for 
the members of the Control and guests. 


Indianapolis: 
Topic: “Outlook for 1940” 


Mr. G. W. Starr, director of the Bu- 
reau of Business Research at Indiana Uni- 
versity, was the discussion leader at the 
round-table program of the Indianapolis 
Control at the monthly meeting which 
was held on December 20 at the Marott 
Hotel. The subject was “Outlook for 
1940’. Mr. Starr has a wide reputation in 
the field of research, and made an inter- 
esting presentation. 


Los Angeles: 
Topic: “Relationship of Controller to 
Other Officials in Executive Man- 
agement” 


The December meeting of the Los 
Angeles Control was held on December 
14 the Clark Hotel. Mr. Dwight A. 
Moore, chairman of the special program 
committee for the evening, and his assist- 
ants, Mr. James T. Durkee and Mr. W. K. 
Craig, chose a subject of increasing im- 
portance and interest to all of the mem- 
bers—‘"Relationship of Controller to 
Other Officials in Executive Manage- 
ment”. Mr. D. S. Henderson, president of 
Consolidated Steel Corporation, Ltd., and 
formerly controller, led the discussion. 
He has a very practical understanding of 
the duties of a controller and all enjoyed 
his able presentation of the subject. 


Milwaukee: 
Topic: “Social Security Changes and 
Unemployment Compensation” 


The guest speaker at the monthly meet- 
ing of the Milwaukee Control was Mr. 
R. W. Leach, president, Unemployment 
Benefit Advisors. His subject was “Social 
Security Changes and Unemployment 
Compensation”. He has been active in 
Washington, D. C., representing Wiscon- 
sin employers in maintaining the Wis- 
consin unemployment insurance merit rat- 
ing system. He discussed both the fed- 
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eral and Wisconsin laws and practices. 
The meeting was held on December 12 at 
the University Club and was open to 
guests. All felt that the topic was well 
timed. 


New England: 
Topic: ‘Financial Statements and Re- 
ports” 

Mr. John H. MacDonald, a member of 
the National Board of Directors of The 
Controllers Institute of America, was the 
speaker at the monthly meeting of the 
New England Control on December 13 at 
the University Club. His subject was 
‘Financial Statements and Reports.” He 
is business manager of the Electrical 
Transcription Department of the National 
Broadcasting Company and has _ been 
budget officer of that company since 1936. 
He is also a lecturer on ‘“Controllership 
Practice” at Columbia University School 
of Business, and instructor on “Business 
Organization and Budgeting’ at New 
York Business Institute. To many he is 
known as the author of “Office Manage- 
ment” (1937) and “Practical Budget Pro- 
cedure” (1939). Last year he was presi- 
dent of the New York City Control. He 
was most cordially received by the New 
England Control and given a hearty wel- 
come. 


Joint Meeting 


On December 20 the New England 
Control held a joint meeting with the 
Massachusetts Society of Certified Public 
Accountants and the Boston Chapter, Na- 
tional Association of Cost Accountants. 
The speaker was Mr. Maxwell E. Mac- 
Dowell, head of the Tax Department, 
Standard Oil Company (New Jersey), 
and his subject was “Trends in Federal 
Tax Legislature and Procedure.’ The 
chairman and discussion leader was Mr. 
J. Harold Stewart, President, Massachu- 
setts Society of Certified Public Account- 
ants. The dinner and meeting were held 
at the Chamber of Commerce, 80 Federal 
Street, Boston. 


New York City: 


Topic: “Information Please’ Pro- 
gram 

A novel program was conducted by the 
New York City Control at the monthly 
meeting which was held at the Shelton 
Hotel on December 14. The meeting was 
modeled after the “Information Please” 
radio program. Mr. William J. Mackay, 
Mutual Chemical Company of America, 
vice president of the Control, was a most 
genial chairman. From among the mem- 
bership a panel of eight men, representa- 
tive of widely diversified lines of busi- 
ness, was selected to answer questions, 
presented in advance to the committee by 
members. The panel consisted of Mr. F. 
Warren Cooper, Public Service Electric 
and Gas Company, Newark, New Jersey; 
George J. Thomas, Telautograph Corpo- 


ration; A. E. Church, Newsweek; Vincent 
C. Ross, Prentice-Hall, Inc.; E. G. 
Michaels, Vick Chemical Company; Lyle 
H. Olson, The American Appraisal Com- 
pany; George D. Ellis, Combustion Engi- 
neering Company, Inc.; and Lewis D. 
Parmelee, Atlantic Gulf and West Indies 
Steamship Lines. 

The program was arranged because it 
was thought that many members have 
specific problems concerning which they 
would like to secure the views of others; 
that a wide range of topics could be cov- 
ered in one evening instead of devoting 
an entire evening to one subject; and that 
humorous situations would add much to 
the pleasure of the evening. The program 
was a success, as evidenced by the vote 
of those present to repeat this kind of 
program on next year’s program. 

Mr. E. B. Nutt, Standard Oil Company 
(New Jersey), president of the New York 
City Control, presided and made an- 
nouncement of the all day and evening 
conference on ‘““War Problems” scheduled 
by The Institute in New York on January 
5, to which all members of The Institute 
are invited. 


Philadelphia: 
Topic: “Corporate Taxes” 


Stressing particularly the changes in the 
Revenue Act of 1939 as compared with 
the Act of 1938, Mr. Warren Brock, part- 
ner in the law firm of Edmonds, Ober- 
mayer and Rebmann, addressed the mem- 
bers of the Philadelphia Control at the 
monthly meeting on December 7 at the 
Penn Athletic Club. The subject was 
“Corporate Taxes”. He emphasized deci- 
sions handed down during the past year 
which vitally affect corporate taxpayers, 
and answered questions on the principles 
of tax legislation. Mr. Brock is in full 
charge of all tax matters going through 
the office of his law firm and is well known 
as a practitioner before the Tax Board in 
Washington and the Federal Courts. The 
members of the Control considered them- 
selves to be fortunate in securing him as 
their guest speaker. 


Rochester: 
Topic: “Business Forecast for 1940” 
The president of the Rochester Control, 
Mr. E. S. La Rose, Bausch & Lomb Op- 
tical Company, led a round-table discus- 
sion at the regular meeting of the Con- 
trol, which was held at the Rochester Club 
on December 27. The subject was “‘Busi- 
ness Forecast for 1940” and members 
brought material and ideas resulting from 
investigations made with respect to the 
business level for 1940. These reports 
were based on what other corporations in 
a member’s industry predicted, and on 
opinions obtained from financial institu- 
tions, economists, commercial advisory 
services, trade publications and the like. 
It was an evening well spent by those in 

attendance. 
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San Francisco: 
Topic: Christmas Party 
It has been the custom of the San Fran- 
cisco Control to honor the loyalty of the 
East Bay members by holding at least one 
meeting each year in Metropolitan Oak- 
land. The regular monthly meeting of the 
Control was held on December 14 at the 
Athens Athletic Club, Oakland. It was an 
evening devoted to entertainment. Each 
member brought a present and the dis- 
tribution of these “gifts’’ provided some 
good laughs during the dinner. The en- 
tertaining program for the meeting con- 
sisted of the movie-tone picture of “The 
Romance of Iron and Steel’’ and a pres- 
entation of the ‘Christmas Follies” 
which all enjoyed. The meeting was for 

members only. 


St. Louis: 
Topic: General Discussion 


The regular monthly meeting of the St. 
Louis Control was held on December 18 
at the Missouri Athletic Association. No 
definite program had been arranged other 
than to have the meeting open for general 
discussions of subjects of special interest 
to members. It was the intention to keep 
the meeting in conformance with the holi- 
day spirit, so time was set aside for social 
activities after the business part of the 
evening. 


Syracuse: 
Topic: “Wage and Hour Law” 


A spontaneous discussion on the Wage 
and Hour Law side-tracked a formal pa- 
per at the monthly meeting of the Syra- 
cuse Control which was held at the Syra- 
cuse Industrial Club on December 18. 
The president of the Control, Mr. George 
K. Chrismer, Easy Washing Machine Cor- 
poration, presided and had prepared a 
paper on ‘Job Evaluation and Employee 
Rating.” This subject was interrupted and 
postponed until the next meeting. A gen- 
eral discussion followed on ‘Amendments 
and Members’ Problems of the Wage-Hour 
Law,” which was led by Mr. J. A. Wil- 
liams, Niagara Hudson Power Corporation. 
Despite bad weather there was a large at- 
tendance of local members and four guests. 
It was one of the best meetings the Syra- 
cuse Control has held and lasted until 11:40 
p.m. 


Controllers To Attend Credit 
Men’s Meeting 


Members of the Cincinnati Control of 
The Controllers Institute of America have 
accepted an invitation to attend a meeting 
on January 17 of the Cincinnati Associa- 
tion of Credit Men. The program which 
the Cincinnati Control had arranged for 
January 9 was postponed until the Febru- 
ary meeting. This program includes dis- 
cussion of “Internal Audit’ and ‘Federal 
Income Tax.” 


























Your 1939 Copies of 
“The Controller” 


Ce Cou Saving Them? 


TWO METHODS ARE SUGGESTED: 


@) Loose Leaf Cover 


Such a cover can be made available at small cost—$2.25—with the 
name of the publication stamped on it. This permits ease of consulta- 
tion, and single copies may be removed with no difficulty, for what- 


ever use you may care to make of them. 


Vi , . 
( B 
(2) inding 


~ 


The publisher will be glad to have this done for you at small cost— 
approximately $2—if you will send the twelve copies. If various 
numbers published in 1939 are lacking they may be obtained from 
this office, at 50 cents a copy, except the May, 1939, issue, which is 


out of print. 


The twelve issues contain a wealth of information which you will undoubtedly wish to re- 


tain in permanent form. This notice will not appear again. Please act promptly. 


“The Controller” 


Published by Controllers Institute of America 


One East Forty-second Street New York City 




















* om the man who 
married a dumb wife... 


DUNEB? Dumb like a fox! How else would she and I be 
here, vacationing in the middle of winter and not feeling 
even the slightest bit guilty about it? 











THE second night of the three-weeks’ arithmetic bee, she 
greets me with “Surprise, darling! [ found the most divine —” 
..- Won’t you ever have enough hats?” I groan...“Silly !” she 
says, “It’s to help with your figuring, and it’s really terrific!” 


SHE was plenty burned up when I started my annual Novem- 
ber habit of bringing work home every night... but the next 
year’s budget estimates would never get figured otherwise. 











HERE’s the “terrific” 

Printing Calculator 

that’s taking the coun- 

try. It will save time 

and money for you, in 

pricing, in payrolls, in 

distributing sales or 

factory costs, in doz- 

ens of other ways. It’s 

the only machine of 

its kind which adds, 

subtracts, multiplies, divides automatically ...and prints an 
accurate, permanent record of all factors in each problem. It’s 
even licked that old devil Decimal Point. See it in action; 
phone your nearest Remington Rand office today. 


© 
"e Remington Rand Ine. 
80 with this Printing Calculator I get twenty nights’ work done — 

fe BUFFALO e NEW YORK 


in two. take it to the office and wind up buying two more. 
Yesterday we leave, and today we’re soaking up sun like veter- 








In Canada: 199 Bay Street, Toronto 


ans... Dumb wite ? Ima push-over for these ideas of hers! World’s Largest Makers of Adding and Bookkeeping Machines, 
Systems and Kquipmen, 























